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The  purpose  of  this  Forecast  Update  is  to  provide  the  1989  INPUT 
forecasts  for  this  market  together  with  commentary  on  recent  market  and 
competitive  issues.  This  update  should  be  used  in  conjunction  with  the 
vertical  industry  report  issued  in  December  1988.  Forecasts  contained  in 
this  Forecast  Update  are  reconciled  to  the  data  in  that  report. 


Environment  and 
Market  Changes 


Sales  by  the  nation's  retail  establishments  are  forecast  to  increase  5.5%  in 
1989,  the  same  as  in  1988.  Nondurable  goods  (items  such  as  food, 
apparel,  and  gasoline,  which  are  consumed  on  a  continuing  basis)  are 
expected  to  account  for  67%  of  total  retail  sales,  and  durable  goods, 
for  33%. 


With  sales  of  ahnost  $1.7  trillion,  retailing  is  one  of  the  most  important 
contributors  to  the  U.S.  economy.  The  retail  sector  accounts  for  approxi- 
mately 10%  of  the  gross  national  product  (GNP);  the  leading  contributor, 
manufacturing,  accounts  for  close  to  20%. 

Contributing  to  the  health  of  the  industry  is  the  rapid  incorporation  of 
technology  into  all  phases  of  retailing.  For  example,  the  use  of  electronic 
data  interchange  (EDI),  which  continues  to  increase  in  the  retail  distribu- 
tion industry,  speeds  paperwork  from  manufacturers  and  other  suppliers. 
EDI  refers  to  the  transfer  of  information  in  the  form  of  standardized 
formats  for  applications  such  as  purchase  orders,  invoices,  and  bills  of 
lading. 

Bar  codes,  commonly  read  at  check-out  stands  in  grocery  stores,  are 
being  used  on  more  nongrocery  items  in  order  to  track  merchandise  in 
transit  to  retailers  and  to  monitor  inventory  levels  on  shelves.  For  ex- 
ample, bar  coding  of  documents  used  by  the  motor  carrier  industry  is 
planned  to  track  retail  shipments.  Successful  implementation  of  bar 
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coding  serves  to  lower  inventory  levels  and  reduce  finance  costs,  leading 
in  some  cases  to  just-in-time  (JIT)  inventory  delivery. 

Foreign  investors  now  regard  U.S.  retail  chains  as  profitable  investments. 
In  some  cases,  the  U.S.  firm  operates  as  a  subsidiary  or  branch  of  a 
foreign  parent.  For  example,  Benetton  stores  are  licensed  by  an  Italian 
parent. 

Of  course,  the  general  economy  affects  the  outcome  of  the  retail  indus- 
try. Lower  interest  rates  aid  the  sales  of  big-ticket  items  and  assist 
retailers  in  carrying  inventories  and  raising  long-term  capital  to  modern- 
ize and  expand.  However,  prevailing  caution  regarding  the  general 
economy  may  serve  to  limit  expansion  in  the  drugstore,  general  mer- 
chandise, and  fast-food  areas.  Available  funds  may  instead  be  used  for 
renovation  and  upgrading  of  existing  successful  outlets  and  increasing 
market  penetration. 


Events  in  the  Retail  U.S.  retailers  are  trying  new  means  of  distribution,  including  warehouse- 
Distribution  Sector        type  stores  and  hypermarkets  and  are  employing  cable  television  and 

computer-assisted  technology  to  sell  merchandise. 

Nonretailers  that  foresee  an  improvement  in  profits  stemming  from  these 
changes  are  rapidly  acquiring  retail  organizations,  or  parts  of  them.  For 
example.  Colonial  Commercial  Corporation  acquired  Devon  Stores  Inc. 
in  late  1988.  Colonial  Commercial  has  interests  in  financial  services  and 
mortgage  banking  activities.  Devon  Stores  owns  and  operates  a  chain  of 
retail  stores  that  sell  home  electronic  equipment  and  appliances  on  credit 
to  U.S.  military  personnel.  In  addition,  Marcus  Schloss  &  Co.,  a  broker- 
age firm,  acquired  Borman's  Inc.,  a  supermarket  chain  and  dairy 
products  distributor,  earlier  in  1988. 

Much  consolidation  continues  to  occur  among  the  retailers  themselves. 
For  example,  during  1989,  National  Convenience  Stores  acquired  75  of 
Southland  Corporation's  convenience  stores,  and  Dillard  Department 
Stores  acquired  Meis  of  Illiana  Inc. 

Throughout  1988,  the  retail  distribution  sector  was  more  actively  in- 
volved in  leveraged  buyouts  (LBOs)  than  any  other  industry  sector,  both 
in  terms  of  the  number  of  transactions  and  the  dollar  value  associated 
with  them.  For  at  least  the  first  half  of  1989  (latest  data  available), 
retailing  was  rated  highest  of  all  industries  in  terms  of  number  of  LBOs 
completed. 
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Market  Forecast 


A  

1989-1994  Forecast      1.  Total  Retail  Distribution  Sector 

Between  1988  and  1989,  expenditures  for  industry-specific  information 
services  and  professional  services  in  the  retail  distribution  sector  grew 
19%,  from  $1.4  billion  to  approximately  $1.7  billion.  During  the  next 
five  years,  these  markets  will  grow  at  a  compound  annual  growth  rate  of 
17%  to  reach  approximately  $3.7  billion  in  1994. 

2.  Processing  Services 

User  expenditures  for  processing  services,  like  expenditures  for  informa- 
tion services  in  all  delivery  modes,  are  driven  by  retailers'  needs  to 
reduce  costs  and  compete  effectively.  In  some  cases,  retailers  have  made 
a  conscious  decision  to  be  retailers  and  leave  the  information  processing 
part  of  the  business  to  third-party  vendors.  Outsourcing  is  as  much  a 
trend  in  retail  as  in  other  industry  sectors. 

Systems  operations  processing  services,  where  the  vendor  provides  the 
computer  systems  (whether  they  are  located  at  the  vendor's  site  or  the 
customer's  site)  and  handles  all  the  processing  for  the  customer,  are  on 
the  rise  in  the  retail  distribution  industry.  Traditional  transaction  process- 
ing services,  however,  represent  a  mature  market,  and  are  growing  at  a 
slower  rate  than  in  the  past. 

3.  Network/Electronic  Information  Services 

Expenditures  for  network/electronic  information  services  grew  from  $95 
million  in  1988  to  $125  million  in  1989,  a  32%  increase.  Electronic 
information  services  include  on-line  data  base  services,  news,  videotex, 
etc.  These  services  provide  retailers  information  in  the  areas  of  product 
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marketing  techniques  (e.g.,  shelf  space  planning),  demographics, 
competitors,  economics,  and  more. 

Network  applications — which  include  electronic  data  interchange  (EDI), 
value-added  networks,  and  electronic  mail — are  being  used  more  by 
retailers  to  deal  with  suppUers  and  other  trading  partners,  as  well  as 
conduct  intercompany  business. 

4.  Application  Software  Products 

Between  1988  and  1989,  user  expenditures  by  the  retail  distribution 
sector  for  application  software  products  grew  24%  in  1989  to  reach  about 
$280  million.  INPUT  projects  a  compound  annual  growth  rate  of  15% 
during  the  period  1989-1994,  resulting  in  user  expenditures  of  about 
$560  million  in  1994. 

Most  of  this  growth  will  take  place  in  the  workstation/PC  application 
software  products  area,  which  is  projected  to  grow  at  a  compound  annual 
rate  of  20%  during  the  same  five-year  period.  Growth  for  mainframe 
and  minicomputer  application  software  products  expenditures  will  slow 
somewhat  during  this  period. 

Retailers  that  have  traditionally  handled  operations  manually,  such  as 
restaurants  and  bars,  are  now  computerizing  operations  with  the  help  of 
workstations,  PCs,  and  LANs.  Even  retailers  that  have  been  computer- 
ized are  expanding  with  the  use  of  microcomputers  and  networked 
systems. 

Application  software  products  available  for  retailers  include  systems  for 
multiple  users,  inventory  control,  accounts  receivable,  invoicing,  price 
quote  preparation,  customer  tracking,  security,  reporting,  and  credit 
management. 

5.  Turnkey  Systems 

Users  spent  approximately  $700  million  in  1989  for  retail-based  turnkey 
systems,  an  increase  of  12%  from  1988  expenditures.  INPUT  forecasts  a 
compound  annual  growth  rate  of  9%  during  the  next  five  years,  with 
expenditures  passing  the  $1.0  billion  mark  in  1994. 

Tumkey  systems  are  generally  designed  to  meet  industry-specific  needs. 
Triad  Systems,  Reynolds  and  Reynolds,  Dyatron,  and  Coin  Financial 
Systems  are  some  of  the  vendors  that  provide  tumkey  systems  for  auto- 
motive dealerships  and  the  automotive  parts  aftermarket,  in  addition  to 
systems  for  other  industries. 
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6.  Systems  Integration 

Expenditures  by  retailers  for  systems  integration  reached  approximately 
$185  million  in  1989,  representing  an  increase  of  38%  over  the  1988 
level.  INPUT  forecasts  the  same  growth  will  continue  on  a  compound 
annual  basis  for  the  next  five  years,  and  that  the  market  will  reach  $930 
million  in  1994. 

Systems  integration  involves  the  combination  of  computer  hardware, 
systems  software,  application  software  products,  custom  software  devel- 
opment, communications  hardware  and  software,  and  peripherals  into  a 
single  customized  solution.  These  large,  complex  projects  generally 
involve  several  vendors,  with  one  acting  as  the  prime  contractor. 

The  most  likely  candidates  for  systems  integration  projects  are  the  large 
retail  organizations,  such  as  department  store  chains,  that  need  to  consoli- 
date large  amounts  of  information  on  a  daily  basis.  These  organizations 
are  using  new,  sophisticated  computer  systems  to  improve  customer 
services,  carry  less  inventory,  increase  sales,  and  compete  more  effec- 
tively. The  continued  trend  toward  consoUdation  in  the  retail  distribution 
sector  also  serves  to  increase  the  need  for  systems  integration. 

7.  Professional  Services 

User  expenditures  by  retailers  for  professional  services  grew  20%  in  1989 
to  approximately  $215  million.  Compounded  annual  growth  is  projected 
at  15%  during  the  next  five  years,  resulting  in  1994  expenditures  of 
approximately  $435  million.  This  growth  rate  represents  increasing 
demands  for  specialized  consulting  and  software  development  services  by 
the  retail  distribution  industry  sector,  as  retailers  attempt  to  cut  costs, 
increase  productivity,  improve  customer  service,  and  achieve  a 
competitive  edge. 
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Competitive  Developments 


A  

Events  in  Retail  Considerable  merger,  acquisition,  and  investment  activity  has  occurred 

Distribution  recently  within  the  group  of  companies  that  provide  computer  systems, 

software,  and  related  services  to  the  retail  distribution  industry. 

Examples  of  this  activity  follow: 

•  Systems  Associates  Inc.,  a  unit  of  the  Data  Based  Services  Group  of 
American  Express  Company,  is  a  processor  of  data-based  services  for 
financial  and  retail  businesses.  In  April  1989,  Systems  Associates 
expanded  its  focus  by  acquiring  McDonnell  Douglas  Health  Systems,  a 
provider  of  hospital  information  systems. 

•  Comdata  Holdings,  through  its  wholly  owned  subsidiary  Comdata 
Network  Inc.,  provides  electionic  funds  transfer  and  information  serv- 
ices. Its  services  include  money  transfer,  debit  card  issuance  and 
authorization,  and  check  cashing  and  guaranty  services  to  retail  estab- 
lishments (see  profile).  In  June  1989,  the  company  acquired  two 
divisions  of  Information  Services  Company  and  Fundsnet  from  First 
Data  Resources,  a  division  of  the  Information  Services  Company  unit 
of  American  Express.  These  acquisitions  offer  funds-transfer  and 
information  processing  services  to  the  transportation,  leisure,  and 
gaming  industries. 

•  DYATRON  provides  information  systems  and  services  to  automotive 
and  industrial  and  agricultural  equipment  dealerships  and  to  financial 
services  institutions.  Systems  include  accounting  and  payroll,  inven- 
tory control,  sales  and  service  merchandising,  and  personnel  trust  and 
employee  benefit  accounting  systems  (see  profile).  In  mid- 1988, 
DYATRON  acquired  Data  Communications  Corporation,  which 
provides  software  systems  and  products  to  the  mortgage  banking 
industry. 


in-RD-6 


e  1990  by  INPUT.  Reproduction  Prohibited. 


MVRT-RD 


RETAIL  DISTRIBUTION  SECTOR 


INPUT 


•  In  May  1989,  Comtrex  Systems  acquired  Russell  Business  Systems. 
Comtrex  Systems  designs,  develops,  assembles,  and  sells  microproces- 
sor-based electronic  cash  registers,  point-of-sale  (POS)  terminals,  and 
related  software  and  peripheral  hardware.  Its  products  and  services  are 
sold  primarily  to  the  retail  distribution  industry,  including  drugstore 
chains,  restaurants,  and  fast-food  outlets.  Russell  Business  Systems 
makes  computerized  systems  for  automating  mail  rooms. 

•  National  Computer  Systems  manufactures,  markets,  and  services 
computer-based  optical-mark-reading  systems  used  by  retailers. 
Products  and  services  include  optical-mark-reader  scanners  and  forms, 
proprietary  software,  and  data  processing  and  assessment  services.  In 
mid-1988,  the  company  acquired  Adage  Inc.  and  Premier  Systems  Inc. 
Adage  provides  service  and  maintenance  of  National  Computer 
Systems'  graphic  workstations  products.  Premier  Systems  provides 
service  bureau  and  turnkey  systems  solutions  and  support  to  corporate 
trust  customers. 

B  

Vendor  Profiles  New  vendor  profiles  related  to  retail  distribution  are  presented  below. 

Each  profile  provides  the  company  name,  headquarters  address,  phone 
number,  CEO,  number  of  employees,  actual  or  estimated  revenue,  fiscal 
year  end  date,  key  products  and  services,  industry  markets,  geographic 
markets,  location  of  branch  offices,  and  computer  hardware  and  software 
installed. 

(Companies  included  are  COIN  Financial  Systems,  Concord  Computing 
Corp.,  Credit  Card  Software  Inc.,  Dyatron  Corp.,  Information 
Management  Corp.,  Reynolds  and  Reynolds  (12/89),  Sterling  Software 
Inc.,  and  Triad  Systems  Corp.) 
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COIN  FINANCIAL  SYSTEMS 

5555  Oakbrook  Parkway 
Building  500 
Norcross,  GA  30093 
(404)  447-6103 


Mark  Singleton,  President 
Private  Company 
Total  Employees:  312 
Total  Revenue,  Fiscal  Year  End 
7/31/88:  $24,020,150 


The  Company         COE^  Financial  Systems  (COIN),  originally  formed  in  1969  as 

Creative  Software,  Inc.,  provides  turnkey  systems  for  automotive 
dealers  and  the  banking  industry. 

Total  fiscal  1988  revenue  reached  $24  million,  a  13%  increase 
over  fiscal  1987  revenue  of  $21.3  million.  A  three-year  revenue 
summary  follows: 

COIN  FINANCIAL  SYSTEMS 
THREE-YEAR  REVENUE  SUMMARY 
($  thousands) 


FISCAL  YEAR 

ITEM 

7/88 

7/87 

7/86 

Revenue 

$24,020 

$21,293 

$17,664 

•  Percent  increase 

from  previous  year 

13% 

21% 

N/A 

As  of  May  1989,  COIN  had  312  employees,  segmented  as  follows: 

Marketing  and  sales  57 
Customer  support  and 
software  services  177 
Installation  services  30 
General  and  administrative  48 

312 

Major  competitors  include  Convergent  Technologies,  Reynolds 
and  Reynolds,  and  Automatic  Data  Processing  (ADP). 


Key  Products  and  COIN  derived  all  of  its  fiscal  1988  revenue  from  turnkey  system 
Services  sales. 


July  1989 
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COIN  designs,  develops,  markets,  and  supports  turnkey 
microcomputer  systems  to  automate  finance,  insurance,  and  sales 
functions  in  automobile  dealerships  and  lending  and  platform 
functions  in  banks. 

COIN'S  operations  are  separated  into  the  Automotive  Division 
and  the  Banking  Division. 

In  the  Automotive  Division,  COIN  F&I  systems  automate  the 
front  end  of  dealerships.  They  assist  the  finance  and  insurance 
(F&I)  manager  in  selling  the  dealership's  insurance  policies  and 
finance  plans,  and  also  the  sales  manager  in  tracking  prospects, 
customers  and  vehicles.  Also,  COIN  systems  can  generate  follow- 
up  letters,  create  salesperson  performance  reports,  manage  vehicle 
inventories,  and  help  sell  extended  warranties  and  other 
automotive  protection  products. 

•  All  input  information  can  be  customized  for  each  dealership  so 
that  monthly  payments  can  be  calculated  according  to 
dealership  policies  and  state  and  federal  information. 

•  The  systems  allow  calculations  of  payment  variables  to  be  pre- 
programmed. COIN  systems  also  allow  the  F&I  manager  to 
change  price,  trade-in,  cash,  interest  rate,  or  loan  term  of  a  deal 
to  tailor  it  to  a  particular  customer's  monthly  budget. 

•  Color  graphics  for  payment  protection  comparisons,  savings  on 
fuel,  and  cash  purchase  versus  finance  comparisons  allow  the 
salesperson  to  further  reinforce  a  customer's  purchase  decision. 

•  COIN  is  working  with  Ford  Credit  Britain  to  provide  and 
support  F&I  systems  for  Ford  Dealers  in  the  U.K.  These 
systems  work  with  Ford  Credit's  Telecredit  computer  system 
and  provide  automatic  underwriting  of  car  loans. 

•  COIN  F&I  systems  are  based  on  hardware  from  a  variety  of 
manufacturers  including:  IBM,  Wyse  Technology,  Texas 
Instruments,  NEC,  Fujitsu  and  NCR.  Currently,  the  company 
offers  a  variety  of  COIN  front-end  systems  to  automobile 
dealers. 

-  The  COIN  3200  Series  is  a  multi-user  system  designed  for 
mid-  and  large-sized  dealerships.  This  system  supports 
between  2  and  32  users,  and  is  based  on  NCR  Tower 
equipment.  The  3200  Series  supports  monochrome,  color 
and  high-resolution  color  parachute  terminals.  These 
terminals  may  be  detached  from  the  main  CPU  for  off-site 
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sales.  IBM  Personal  Computers  and  Texas  Instruments 
Professional  Computers  can  also  be  connected  to  the  system. 

-  COIN'S  3201  Series  is  a  range  of  single  user  systems  with 
monochrome  (3201MS),  color  (3201CS)  or  high-resolution 
color  terminals  (3201HS).  The  3201HS  supports  3- 
dimensional  color  graphics.  The  3201  Series  also  includes 
the  (3201MI)  monochrome  and  (3201CI)  color  terminals 
which  interface  with  the  dealer's  in-house  computer  system, 

-  The  Ford  DCS/COIN  Finance  &  Insurance  system  was 
developed  by  COIN  for  Ford  Dealer  Computer  Services  with 
the  design  assistance  of  Ford  Credit  and  Ford  Life. 
Designed  specifically  for  Ford  and  Lincoln  Mercury  Dealers, 
Ford  DCS/COIN  is  offered  on  hardware  from  several 
manufacturers  including:  Texas  Instruments.  The  System 
can  be  configured  into  single  user  and  multi-user  systems 
depending  on  the  size  of  the  dealership. 

-  COIN  also  offers  the  160  series  for  smaller  dealerships. 

-  COIN'S  160SE  is  a  single  user,  10  megabyte,  microcomputer 
starter  system  based  on  Wyse  equipment.  The  COIN  160SE 
c£m  operate  alone  or  in  a  network. 

-  The  COIN  160STC  offers  high  resolution  graphics,  but  is 
otherwise  identical  to  a  160SE. 

-  The  COIN  160W  is  a  system  designed  for  small  to  mid-sized 
dealerships.  The  160W  is  a  four  user  system  based  on  Esprit 
processors,  Wyse  terminals  and  NEC  printers.  IBM  Personal 
Computers  and  Texas  Instruments  Professional  Computers 
can  also  be  cormected  to  the  system. 

-  COIN'S  160EC  is  a  sucteen  user  version  of  the  160W. 

-  Coin's  products  for  Ford  Credit  Britain  are  based  on  the 
IBM  Personal  System  2  Model  30. 

•  COIN  offers  optional  software  for  its  turnkey  systems.  Optional 
software  programs  can  be  defined  by  the  user,  and  allow  the 
system's  operator  to  design  custom  report  formats.  Optional 
software  available  includes  the  following: 

-  Prospect  Management  is  a  customer  tracking  program  which 
includes  standard  prospect  tracking  reports  and  allows 
custom  reports.  Dealership  management  can  use  Prospect 


July  1989 


Copyright  1989  by  INPUT.  Fteproduction  Prohibited. 


Page  3  of  5 


10 


COIN  FINANCIAL  SYSTEMS 


INPUT 


Management  to  monitor  floor  traffic,  evaluate  advertising 
effectiveness  and  track  potential  trade-ins. 

-  CSI  Letters  allow  the  dealer  to  keep  in  touch  with  customers 
and  prospects  through  follow-up  letters  on  a  long  term  basis. 
The  dealership  may  use  COIN'S  standard  reports  or  use  their 
own  custom  formats. 

-  Salesperson  Performance  Reports  form  an  electronic 
motivation  board  to  track  salesman  performance 

-  Other  optional  software  includes  Kelley  Blue  Book  lookup,  a 
Desking  System,  Residual  Depreciation  Tables,  Deal  Status 
reports,  the  Translator,  an  interface  connecting  the  COIN 
system  to  the  dealer's  in-house  computer,  and  ISAAC. 
ISAAC  develops  a  computerized  personality  profile  on 
prospects  through  color  choice  analysis.  This  analysis  tells 
the  salesman  what  the  customer  is  looking  for,  and  also  acts 
as  an  ice-breaker  by  putting  the  customer  at  ease. 

COIN'S  banking  products,  Smart  Lending™,  Account  Consultant^ 
and  Application  Manager™  automate  lending  departments  and 
speed  up  the  loan  process  by  reducing  paperwork  and  labor. 

•  Application  Manager  makes  possible  the  approval  or  rejection 
of  car  loans  in  a  matter  of  minutes.  The  package  also 
automatically  identifies  risky  loans,  thereby  achieving 
significant  savings  by  eliminating  the  generation  of  unnecessary 
credit  bureau  reports. 

•  Smart  Lending  is  a  loan  automation  package  which  eliminates  a 
great  deal  of  tedious  paperwork  while  significantly  reducing  the 
time  needed  for  credit  approval  for  loans.  Account 
Consultant™  automates  the  process  of  establishing  new  bank 
accounts. 

•  COIN'S  Banking  Division  products  are  based  on  the  IBM 
Personal  System  2  series,  including  the  Model  25,  the  Model  30, 
the  Model  30/286,  the  Model  60  and  the  Model  80.  NEC, 
Fujitsu  and  HP  Laserjet  printers  are  used  in  these  systems,  as  is 
Novell  network  software. 

COIN  is  developing  COINLink™,  an  electronic  banking  network 
designed  to  connect  the  many  computers  used  in  the  consumer 
finance  market. 
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To  facilitate  the  operation  of  COINLink,  COIN  has  signed  a  co- 
marketing  agreement  with  Metroteller,  Inc.,  a  subsidiary  of 
Empire  Bank  of  New  York. 


Industry  Markets 


COIN  derived  approximately  93%  of  fiscal  1988  revenue  from 
automotive  dealers.  The  remaining  1%  was  derived  from  banking 
institutions. 


Geographic 
Markets 


COIN'S  direct  sales  force  sells  throughout  the  U.S.  from  its 
headquarters  office  and  from  an  office  in  Santa  Clara  (CA). 
COIN  handles  its  international  sales  through  its  office  in  St. 
Albans  in  the  U.K. 


Computer 
Hardware  and 
Software 


COIN  maintains  a  Prime  9750,  a  Prime  2755,  and  a  Prime  4150  at 
its  headquarters,  all  running  the  PRIMOS  operating  system. 
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CONCORD  COMPUTING 
CORPORATION 

500  West  Cummings  Park 
Suite  3500 
Woburn,  MA  01810 
(617)  933-8910 


Victor  M.  Tyler,  Chairman  and  CEO 
Public  Corporation,  NASDAQ 
Total  Employees:  267 
Total  Revenue,  Fiscal  Year  End 
9/30/88:  $27,218,152 


The  Company  Concord  Computing  Corporation  provides  a  range  of  processing 

services  for  the  authorization,  control,  and  settlement  of 
transactions  of  consumers  using  checks,  credit  cards,  debit  cards, 
and  cash  cards  at  supermarkets,  truck  stops,  convenience  stores, 
drug  stores,  and  other  retail  locations. 

•  Concord  Computing  was  incorporated  in  1970  in 
Massachusetts.  In  June  1984,  the  company  made  an  initial 
public  offering  of  400,000  shares  of  its  common  stock. 

Concord  Computing  is  organized  into  several  business  units,  most 
of  which  operate  autonomously: 

•  Bank  Card  Services-which  include  credit  card  authorization, 
data  capture,  and  settlement-are  provided  to  retail  merchants 
through  EPS,  Inc.,  a  wholly  owned  subsidiary  located  in 
Memphis  (TN).  EPS  was  acquired  by  Concord  Computing 
during  1985. 

•  Check  Services-which  include  check  authorization  and 
settlement-are  provided  to  supermarkets  and  drug  store  chains 
by  Concord  Computing's  Retail  Service  Division  located  in 
Chicago. 

•  Trucking  Services-which  include  cash  card  and  cash 
forwarding-are  provided  to  trucking  firms  through  Concord 
Computing's  EPS  subsidiary. 

•  EFT  Services  are  provided  to  financial  institutions  through 
Network  EFT,  Inc.  (NEFTI)  of  Chicago,  a  majority-owned 
(57%)  subsidiary  acquired  in  1981. 

•  Concord  Computing  also  supplies  terminal  and 
communications  equipment  to  transaction  networks,  retailers, 
and  banks. 
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Fiscal  1988  revenue  reached  $27.2  million,  a  25%  increase  over 
fiscal  1987  revenue  of  $21.7  million.  Net  income  rose  158%,  from 
$1.1  million  in  fiscal  1987,  to  nearly  $2.8  million  in  fiscal  1988.  A 
five-year  financial  summary  follows: 

CONCORD  COMPUTING  CORPORATION 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

9/88 

9/87 

9/86 

9/85 

9/84 

Revenue 

•   Percent  Increase 
from  previous  year 

$27,218 
25% 

$21,716 

53% 

$14,170 
51% 

$9,411 

26% 

$7,477 
38% 

Income  (loss)  before 
taxes  and  extraordinary 
item 

•   Percent  increase 
(decrease)  from 
previous  year 

$4,607 
178% 

$1,657 
* 

$79 
106% 

$(1,314) 
(223%) 

$1,068 
87% 

Net  income  Ooss) 
•   Percent  increase 
(decrease)  from 
previous  year 

$2,763 
(a) 

158% 

$1,071 
(a) 

* 

$30 
(a) 

103% 

$(888) 
(246%) 

$609 
14% 

Earnings  Ooss)  per 
share 

•   Percent  increase 
(decrease)  from 
previous  year 

$0.80 
135% 

$0.34 
* 

$0.01 
103% 

$(0.31) 
(215%) 

$0.27 

*      Percent  change  exceeds  1,000%. 

(a)    Includes  tax  benefits  from  net  operating  loss  carryforwards  of  $24, 000,  $ 165, 000,  and  $56, 000 
for  fiscal  1988,  1987,  and  1986,  respectively. 


Growth  during  fiscal  1988  was  attributed  primarily  to  a  33% 
increase  in  Bank  Card  Services  sales,  a  44%  increase  in  Check 
Services  revenue,  and  a  21%  increase  in  EFT  Services  revenue. 

Net  earnings  increased  158%  in  fiscal  1988  due  to  improved 
margins  in  the  Check  Services,  Bank  Card  Services,  and  Terminal 
Products  areas.  These  three  operations  turned  66%  of  their 
aggregate  increase  in  sales  into  divisional  profit. 

•  The  Check  Services  improvement  was  due  to  larger  volume  and 
greater  efficiency. 

•  Bank  Card  Services  benefited  from  increased  volume  and  lower 
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selling  costs. 

•  Terminal  Products  reduced  overhead  and  sold  a  more 
customized  product  at  better  margins. 

Revenue  for  the  three  months  ending  December  31, 1988  reached 
nearly  $7  million,  a  3%  increase  over  $6.8  million  for  the  same 
period  in  1987.  Net  income  rose  24%,  from  $634,713  (9.3%  of 
sales)  to  $790,129  (11.3%  of  sales). 

As  of  September  30, 1988,  Concord  Computing  had  267  full-  and 
part-time  employees,  compared  to  223  employees  at  the  end  of 
fiscal  1987.  Employees  are  segmented  approximately  as  follows: 

Engineering  and  technical  40 
Manufacturing  and  operations  187 
Sales  and  administration  40 

267 


Key  Products  and  Approximately  87%  of  Concord  Computing's  fiscal  1988  revenue 
Services  was  derived  from  the  company's  various  processing  services.  The 

remaining  13%  of  revenue  was  derived  from  sales  of  terminals  and 

communication  equipment. 

A  three-year  summary  of  source  of  revenue  by  business  unit 
follows: 
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the  Kansas  City  market. 

Trucking  Services  allow  truck  drivers  to  transact  the  purchase  of 
fuel  and  services  and  receive  cash  advances  of  up  to  $100  at  any  of 
over  3,500  authorized  truck  stops  nationwide. 

•  Trucking  companies  are  issued  plastic  cards  and  checks  by 
Concord  Computing's  EFS  subsidiary.  Each  time  a  truck  driver 
gets  cash,  fuel,  or  services,  EFS  gives  an  approval  and  records 
the  transaction.  Truck  stops  are  reimbursed  daily  by  EFS. 

•  Concord  Computing,  through  EFS,  receives  fees  from  the  truck 
stops  and  trucking  companies  for  these  transactions. 

•  The  trucking  companies  also  access  EFS's  computers  for  data 
about  their  drivers. 

EFT  Services  are  supplied  by  Concord  Computing's  Network  EFT, 
Inc.  subsidiary.  These  services  are  used  by  financial  institutions- 
such  as  banks,  savings  and  loan  associations,  and  credit  unions-to 
make  deposit  and  withdrawal  services  available  to  customers  at 
supermarkets  and  convenience  stores. 

•  Services  typically  include  cash  withdrawals  from  checking  and 
savings  accounts,  deposit-taking,  balance  inquiries,  and  cash 
advances. 

•  During  fiscal  1988,  Concord  Computing  processed  12  million 
transactions  for  customers  of  390  financial  institutions  through 
terminals  located  in  590  supermarkets  and  convenience  stores. 
During  fiscal  1987,  Concord  Computing  supplied  these  services 
to  250  financial  institutions. 

Concord  Computing  designs,  develops,  and  contracts  with 
manufacturers  to  build  the  LINX  family  of  terminal  products  and 
communication  equipment  for  use  in  transaction  processing 
networks.  The  company  sells  these  products  to  financial 
institutions,  supermarket  chains,  retailers,  data  processing 
companies,  regional  electronic  funds  transfer  networks,  and  third- 
party  processors. 

•  Approximately  20%  of  shipments  are  to  customers  of  the 
company's  Check  Services. 

•  In  October  1988,  Concord  Computing  entered  into  a  contract 
with  Manufacturing  Solutions,  Inc.  (MSI)  whereby  MSI  will 
manufacture  certain  transaction  terminals  designed  by  Concord 
Computing. 
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•  During  fiscal  1988,  Concord  Computing  entered  into  a  seven- 
year  Technical  License  Agreement  with  GoldStar  Co.,  Ltd.  of 
Seoul  (South  Korea).  The  agreement  granted  GoldStar  an 
exclusive  license  to  manufacture  and  sell  specified  cash 
dispensing  system  products  in  Korea.  Concord  Computing  also 
granted  GoldStar  a  nonexclusive  license  to  sell  the  specified 
products  worldwide,  except  in  the  U.S. 


Industry  Markets      Approximately  55%  of  Concord  Computing's  fiscal  1988  revenue 

was  derived  from  the  retail  industry,  17%  from  the  trucking 
industry,  and  15%  from  the  banking  and  finance  industry.  The 
remaining  13%  of  revenue  was  derived  terminal  product  sales  to  a 
range  of  industries. 


Geographic  One  hundred  percent  of  Concord  Computing's  revenue  is  derived 

Markets  from  the  U.S. 

In  addition  to  its  headquarters  in  Woburn  (MA),  the  company  has 
sales  offices  in  Elk  Grove  Village  (IL),  St.  Louis  (MO),  Aurora 
(CO),  and  Memphis  (TN). 


Computer  Concord  Computing  maintains  the  following  data  centers  for  its 

Hardware  various  processing  services: 

•  The  Elk  Grove  (IL)  data  center  has  a  Tandem  system  in 
support  of  the  company's  Check  Services  and  EFT  Services. 

•  The  Memphis  (TN)  data  center  has  Stratus  systems  installed  for 
Trucking  and  Bank  Card  Services. 
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CREDIT  CARD  SOFTWARE,  INC. 

The  Spectrum  Building 
900  Winderly  Place 
Maitland,  FL  32751 
(407)  660-0343 


Edward  F.  Hargroves,  Chairman  and  CEO 
Private  Corporation 
Total  Employees:  120(1/89) 
Total  Revenue,  Fiscal  Year  End 
1/31/89:  $12,000,000 


The  Company  Credit  Card  Software,  Inc.  (CCS),  founded  in  1981,  currently 

provides  application  software  products  and  associated  support 
services  for  revolving  credit  processing  to  retail,  banking  and 
finance,  cooperative,  and  speciality  institutions  worldwide. 

•  On  January  3 1, 1989,  CCS  announced  the  sale  of  its  banking 
and  revolving  credit  processing  facilities  in  Abilene  (TX)  to 
Affiliated  Computer  Systems  Financial  Services,  Inc. 
(ACS/FS)  of  Dallas  for  an  undisclosed  sum. 

•  During  January  1989,  Sema  Group  PLC  of  London  acquired 
exclusive  rights  to  license  CardPac  in  the  U.K.,  Europe, 
Scandinavia,  and  the  North  Pacific  area.  CCS  will  retain 
licensing  rights  for  CardPac  products  within  the  U.S.  and  all 
other  areas  of  the  world. 

•  During  mid-1988,  CCS  formed  a  joint  marketing  agreement 
with  Visa  International  whereby  Visa  members  may  license 
CCS'  specially  packaged  Transaction  Management  System  for 
card  processing  applications  at  prices  greatly  reduced  from 
retail  market  prices. 

-  The  system  contains  CCS'  CardPac  Cardholder/Merchant 
Processing,  On-Line  Authorizations,  and  Memo  Tickler 
Systems. 

-  The  software  is  supported  by  CCS  in  the  U.S.  and  by  CCS 
International  outside  the  country. 

•  In  February  1988,  CCS  signed  an  Industry  Application  Software 
agreement  with  IBM  to  jointly  market  CCS  software  with  IBM 
4381  and  9370  computers.  CCS  is  the  only  revolving  credit 
processing  vendor  to  have  such  an  agreement  with  IBM. 

Fiscal  1989  revenue  was  $12  million,  about  the  same  as  fiscal  1988 
revenue. 
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CCS  is  currently  organized  into  three  operating  subsidiaries,  as 
follows: 

•  CCS  America,  Inc.  markets  and  supports  the  CardPac 
Transaction  Management  System  to  financial  institutions  in  the 
U.S. 

•  CCS  Commercial  Credit  Systems,  Inc.  markets  and  supports  the 
VISION21  Retail  Credit  Portfolio  Management  System  to 
retail,  petroleum,  and  other  nonfinancial  organizations  for  in- 
house  revolving  credit  processing.  This  subsidiary  also  markets 
and  supports  the  CCS  Utilities  Collection  Management  System 
for  the  utility  company  collection  management  process. 

•  CCS  International,  Inc.,  through  its  authorized  international 
agents,  supplies  and  supports  CardPac  software  for  clients 
outside  the  U.S.  not  covered  by  the  exclusive  rights  granted  to 
Sema  Group  PLC. 

As  of  January  31, 1989,  CCS  had  120  employees.  The  company 
currently  has  150  employees. 


Key  Products  and     Virtually  100%  of  CCS'  fiscal  1989  revenue  was  derived  from 
Services  application  software  products  and  associated  support  services. 

TTie  company  currently  has  over  100  software  clients. 

•  CCS'  processing  services  business  for  financial  and  retail 
customers,  as  previously  mentioned,  was  sold  to  ACS/FS  in 
January  1989. 

Though  CCS  America,  CCS  markets  and  supports  the  CardPac 
Transaction  Management  System. 

•  CardPac  is  an  integrated  family  of  revolving  credit  processing 
software  products  targeted  to  financial  institutions.  The 
products  run  on  IBM  mainframes  and  Unisys  B  and  V  Series 
computers. 

•  CardPac  modules  include  the  following: 

-  The  CardPac  Cardholder/Merchant  Processing  System 

-  The  CardPac  Customer  Management/Collections  System 

-  The  CardPac  On-Line  Authorizations  System 

-  The  CardPac  Interchange  Tracking  System 

-  The  CardPac  Memo  Tickler  System 

-  The  CardPac  Application  Processing  System 

-  The  CardPac  Portfolio  Analysis  and  Reporting  System 
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•  There  are  currently  over  100  CardPac  clients  worldwide, 
including  American  Bank  and  Trust  Company;  Bank  of  New 
Hampshire;  Boston  Safe  Deposit  and  Trust  Co.;  The  Central 
Trust  Company;  Citicorp  Card  Services  (Puerto  Rico);  First 
Interstate  Bank  of  Arizona;  First  Pennsylvania  Bank;  The 
Mechanics  Bank;  Seafirst;  Sumitomo  Bank  of  California; 
Summit  Bank;  Bank  of  Montreal;  Electronic  Data  Systems,  Ltd. 
(London);  Girobank,  PLC.  (England);  National  Australia  Bank 
Limited;  Royal  Bank  of  Scotland,  PLC;  Standard  Chartered 
Bank  (Hong  Kong,  Malaysia,  Singapore);  The  Toronto- 
Dominion  Bank;  and  Westpac  Banking  Corporation  (New 
Zealand). 

Through  CCS  Commercial  Credit  Systems,  Inc.,  CCS  markets  and 
supports  the  following  software  products  for  retail,  petroleum,  and 
other  nonfmancial  organizations  for  in-house  revolving  credit 
processing: 

•  The  VISI0N21  Retail  Credit  Portfolio  Management  System, 
introduced  in  October  1987,  is  a  family  of  integrated  retail 
credit  management  software  products  that  supports  managerial 
control,  operational  productivity,  collector  effectiveness,  credit- 
based  marketing  promotions,  and  customer  service. 

-  With  VISION21,  the  user  can  make  changes  on-line,  without 
programming,  allowing  retailers  to  quickly  create  their  own 
credit  offering  and  special  marketing  promotions. 

-  VISION21  components  include: 

The  VISION21  Application  Processing  System 
The  VISI0N21  Credit  Management  System 
The  VISION21  Collection,  Tracking,  and 
Analysis  System 

The  VISI0N21  Customer  Authorization  System 
The  VISI0N21  Memo  Tickler  System 
The  VISION21  Portfolio  Analysis  and 
Reporting  System 

The  VISION21  Bureau  Access  System 

-  VISION  21  products  run  on  IBM  and  compatible 
mainframes. 

-  There  are  currently  11  VISION21  clients,  including  Boscov's 
Department  Stores,  Nordstrom,  Kay  Jewelers,  Hartmarx 
Specialty  Stores,  Southwestern  Wholesale  Jewelry  Corp.,  and 
Carson  Pirie  Scott. 
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•  The  CCS  Utilities  Collection  Management  System  is  targeted  to 
utility  companies.  The  product  runs  on  IBM  370, 43xx,  30xx, 
and  9370  computers. 

-  There  are  currently  four  installations.  Clients  include 
Atlantic  Electric  Company,  Baltimore  Gas  &  Electric,  Iowa 
Electric  Lights  and  Power  Company,  and  Minnegasco 
(Diversified  Energies,  Inc.). 

CCS  support  services  include  conversion/installation,  training, 
documentation,  system  maintenance,  and  ongoing  24-hour 
support. 

CCS  clients  may  become  members  of  the  CCS  EXTRA  User 
Group,  a  major  source  for  enhancement  recommendations. 

•  The  annual  EXTRA  Conference  draws  CCS  clients  from 
financial,  retail,  utilities,  and  other  industries  involved  in 
revolving  credit  processing.  Attendees  have  the  opportunity  to 
exchange  ideas,  hear  well-known  speakers,  and  participate  in 
workshops  on  CCS  products  and  industry  trends.  Educational 
sessions  on  the  uses  and  enhancements  of  CCS  products  are 
also  offered. 


Industry  Markets      Approximately  65%  of  CCS'  fiscal  1989  revenue  was  derived  from 

retail,  utilities,  petroleum,  and  specialty  firms.  The  remaining 
35%  was  derived  from  the  banking  and  finance  industry. 


Geographic  Approximately  60%  of  CCS'  fiscal  1989  revenue  was  derived  from 

Markets  the  U.S.  and  40%  from  international  sources. 

CCS'  only  office  is  its  headquarters  in  Maitland  (FL). 

Sema  Group  PLC  of  London  has  exclusive  rights  to  license 
CardPac  in  the  U.K.,  Europe,  Scandinavia,  and  the  North  Pacific 
area. 

Credit  Software  Resources  Ltd.  (Toronto)  represents  CCS  in 
Canada. 

ACI  Computer  Services  represents  CCS  in  Australia. 


Computer  CCS  has  five  IBM  mainframes  installed  at  its  data  center  in 

Hardware  and  Maitland  for  research  and  development  and  customer  support. 
Software 
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COMPANY  PROFILE 


DYATRON  CORPORATION 

210  Automation  Way 
P.O.  Box  830600 
Birmingham,  AL  35283-0600 
(205)  956-7500 


Charles  E.  Rueve,  President  and  CEO 
Public  Corporation,  OTC 
Total  Employees:  506  (3/89) 
Total  Revenue,  Fiscal  Year  End 
12/31/88:  $42,843,500 


The  Company         DYATRON  Corporation  was  founded  in  1964  as  Computerized 

Automotive  Reporting  Service  Inc.  (CARS)  to  provide 
information  services  exclusively  to  automobile  dealerships.  The 
company  changed  its  name  to  DYATRON  in  late  1980  to  reflect 
its  diversification  (through  acquisitions)  into  other  markets. 

DYATRON  is  currently  organized  into  five  operating  divisions  as 
follows: 

•  The  CARS  Division  provides  processing  services  and  turnkey 
systems  to  automobile  and  equipment  dealerships.  The  division 
is  DYATRON's  primary  operating  unit,  serving  approximately 
2,150  domestic  dealerships  and  generating  46%  ($19.6  miUion) 
of  1988  revenue,  compared  to  60%  ($22.1  million)  of  revenue  in 
1987. 

•  The  Financial  Systems  Division  provides  trust  and  securities 
accounting  application  software  products  to  bank  trust 
departments,  money  center  banks  and  other  financial 
institutions.  This  division  contributed  25%  ($10.5  million)  of 
1988  revenue,  compared  to  17%  ($6.2  million)  of  revenue  in 
1987. 

•  The  Mortgage  System  Division,  formed  with  the  acquisition  of 
Data  Communications  Corporation  in  June  1988,  provides 
application  software  products  to  the  mortgage  banking  industry. 
This  division  contributed  2%  ($1.2  million)  to  1988  revenue. 

•  The  Employee  Benefits  Services  Division  provides  employee 
benefit  recordkeeping  processing  services  and  software 
products  to  large  corporate  employers  in  the  U.S.  This  division 
contributed  19%  ($8.2  million)  to  1988  revenue,  compared  to 
15%  ($5.3  million)  of  revenue  in  1987. 

•  The  Automated  Services  Division  provides  automated  printing 
and  mailing  services  to  approximately  100  customers.  This 
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division  contributed  approximately  8%  ($3.3  million)  to  1988 
revenue. 

DYATRON's  1988  revenue  reached  $42.8  million,  a  17%  increase 
over  1987  revenue  of  $36.6  million.  Net  income  rose  28%,  from 
$3.5  million  in  1987  to  $4.5  million  in  1988.  A  five-year  financial 
summary  follows: 

DYATRON  CORPORATION 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

1  ^tOO 

1Q«7 

1  ^tOO 

1  %jOO 

Revenue 

•   Percent  increase 
(decrease)  from 
previous  year 

$42,844 
17% 

$36,618 
11% 

$33,103 
(17%) 

$40,103 
2% 

$39,516 
17% 

Income  before  taxes  and 
extraordinary  item 
•   Percent  increase 

(decrease)  from 

previous  year 

$5,603 
36% 

$4,127 
86% 

$2,214 
(12%) 

$2,520 
(a) 

402% 

$502 
137% 

Net  income 

•   Percent  increase 
(decrease)  from 
previous  year 

$4,543 
28% 

$3,549 
85% 

$1,919 
(b) 

(15%) 

$2,259 
350% 

$502 
111% 

Earnings  per  share 
•   Percent  increase 
(decrease)  from 
previous  year 

$1.44 

30% 

$1.11 

98% 

$0.56 
(23%) 

$0.73 
943% 

$0.07 
104% 

(a)  Includes  a  gain  on  the  sale  of  DYATRON  Australia  of  $1.8  million,  less  approximately  $0.8 
million  for  the  translation  adjustment  on  the  sale. 

(b)  Includes  $463,000  from  utilization  of  net  operating  loss  carryforward. 


DYATRON  management  attributes  the  company's  financial 
results  to  the  following: 

•  Software  licenses  and  related  fees  increased  by  60%  over  1987 
due  to  increased  sales  by  the  Financial  Services  Division  and 
Employee  Benefits  Division.  The  Mortgage  System  Division  is 
included  for  the  first  time  in  1988.  Also  included  is  royalty 
payments  from  EDS  of  approximately  $2  million  in  1988, 
compared  to  $730,000  for  1987,  related  to  the  CARS  36  System 
(see  below). 
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•  Equipment  sales  and  service  decreased  by  11%  during  1988. 
DYATRON  sold  its  CARS  36  System  only  to  non-GM  dealers 
during  the  year  as  a  result  of  the  agreement  made  with  EDS  in 
late  1986,  as  further  described  below.  These  dealers  are 
typically  smaller  in  size  and  require  a  smaller  in-house  system. 

•  During  1988,  processing  services  provided  by  the  Employee 
Benefits  and  Automated  Services  Divisions  increased  by  21% 
and  25%,  respectively.  This  increase  was  offset  by  a  continuing 
decline  in  the  remote  batch  processing  of  the  CARS  Division 
(16%). 

Significant  acquisitions  and  divestitures  made  by  DYATRON 
include  the  following: 

•  In  June  1988,  DYATRON  acquired  Data  Communications 
Corporation  (DCC)  of  Memphis  (TN)  for  an  initial  investment 
of  approximately  $1  million,  the  assumption  of  certain  liabilities 
of  DCC,  plus  contingent  payments  based  on  future 
performance  through  1994. 

-  DCC  provided  turnkey  systems  for  mortgage  loan 
management  to  mortgage  bankers. 

-  DCC,  which  operated  as  a  private  company  until  its 
acquisition,  had  approximately  45  employees  and  estimated 
revenue  of  $3  million  for  1987. 

-  The  operations  of  DCC  were  consolidated  to  form 
DYATRON's  Mortgage  Systems  Division. 

•  In  December  1986,  DYATRON  sold  its  CARS  36  System,  an 
IBM  System  36-based  turnkey  system  for  automotive 
dealerships,  to  Electronic  Data  Systems  (EDS)  for  an  initial 
cash  payment  of  $2  million  plus  future  royalties  of  $10,000  per 
system  installation  licensed  by  EDS,  up  to  a  maximum  of  $15 
million. 

-  As  a  part  of  the  agreement  with  EDS,  DYATRON  acquired 
a  perpetual  license  from  EDS  to  market,  on  a  royalty-free 
basis,  the  CARS  36  System  to  automotive  dealerships  not 
affiliated  with  General  Motors  Corporation  (GM),  exclusive 
through  1988. 

-  Under  the  terms  of  the  agreement,  DYATRON  may  also 
acquire  the  right  to  market  the  CARS  36  System  to  GM 
dealers  as  well  as  non-GM  dealers  if  EDS  fails  to  pay 
cumulative  minimum  royalties  as  follows:  $700,000  by 
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January  31, 1988;  $2.7  million  by  January  31, 1989;  $6.7 
million  by  January  31,  1990;  and  $12.7  million  by  January  31, 
1991. 

-  During  1987,  both  EDS  and  DYATRON  marketed  their 
respective  versions  of  the  CARS  36  System  to  GM  dealers  as 
EDS  allowed  DYATRON  the  opportunity  to  complete  sales 
of  the  CARS  36  System  to  existing  GM  prospects. 

•  During  1987,  DYATRON  received  $730,000  in  royalties 
from  the  sale  and  installation  of  73  EDS  versions  of  the 
CARS  36  System. 

•  DYATRON  derived  approximately  $6.8  million  from 
sales  of  the  CARS  36  System  to  GM  and  non-GM 
dealers  during  1987. 

-  During  1988,  DYATRON  received  approximately  $230,000 
in  royalties  from  the  sale  and  installation  of  23  EDS  versions 
of  the  CARS  36  System.  On  January  31, 1989,  in  fulfillment 
of  the  minimum  royalties  due  for  1988  ($2  million), 
DYATRON  received  a  $1,770,000  payment  from  EDS. 
DYATRON  also  derived  approximately  $5.3  million  from 
the  sale  of  CARS  36  Systems  to  non-GM  dealers  in  1988. 

•  During  the  last  three  years  DYATRON  has  phased  out  its 
international  operations  to  concentrate  on  domestic  markets. 

-  During  1987,  the  company  discontinued  its  operations  in 
Canada. 

-  During  1986,  DYATRON  phased  out  its  operations  in  Asia. 

-  In  December  1985,  the  company  sold  its  Australian 
subsidiary,  DYATRON  Corporation  Pty.  Ltd.,  to  Reynolds 
and  Reynolds  Company  for  $3.4  million. 

DYATRON's  primary  competitors,  by  market  served,  include  the 
following: 

•  Automotive  dealerships:  Reynolds  and  Reynolds,  Automatic 
Data  Processing,  EDS,  Ford  Motor  Company  (for  Ford  and 
Lincoln-Mercury  dealerships),  and  Convergent  Technologies. 

•  Financial  services:  National  FSI,  Computer  Power,  SET 
Corporation,  and  SunGard  Data  Systems. 
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Key  Products  and  Approximately  33%  ($14.4  million)  of  DYATRON's  1988  revenue 
Services  was  derived  from  various  processing  services,  24%  ($10.3  million) 

from  turnkey  systems  sales  and  support,  38%  ($16.1  million)  from 
application  software  products  licenses,  and  5%  ($2  million)  from 
royalty  fees. 

A  three-year  summary  of  source  of  revenue  by  service  mode,  as 
reported  by  DYATRON,  follows: 

DYATRON  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  thousands) 


FISCAL  YEAR 

1988 

1987 

1986 

ITEM 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

Software  license  and 
related  fees 

$20,025 

47% 

$12,467 

34% 

$9,798 

30% 

Processing  services 

14.373 

33% 

14,622 

40% 

14,582 

44% 

Equipment  rentals,  sales, 
and  service 

8.445 

20% 

9.529 

26% 

8,723 

26% 

TOTAL 

$42,843 

100% 

$36,618 

100% 

$33,103 

100% 

A  three-year  summary  of  source  of  revenue  by  division  is 
estimated  as  follows: 
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DYATRON  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

1988 

1987 

1986 

DIVISION 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

CARS 

$19.6 

46% 

$22.1 

60% 

$22.5 

68% 

Financial  Systems 

10.5 

25% 

6.2 

17% 

4.0 

12% 

Employee  Benefits 

8.2 

19% 

5.3 

15% 

4.0 

12% 

Automated  Services 

3.3 

8% 

3.0 

8% 

1.9 

6% 

Mortgage  Systems 

1.2 

2% 

Other  (a) 

0.7 

2% 

TOTAL 

$42.8 

100% 

$36.6 

100% 

$33.1 

100% 

(a)    Includes  revenue  from  DYATRON's  Health  Systems  Division,  vi/hich  was  sold  in  1986. 


The  CARS  Division  provides  processing  services,  turnkey  systems 
and  associated  support  services  to  U.S.  automotive  dealerships. 
Applications  offered  include  showroom  inventory,  repair  and 
maintenance  administration,  parts  inventory  control,  business 
accounting,  payroll,  sales/service  merchandising,  shop  scheduling, 
finance  and  lease  accounting,  and  dealer/manufacturer 
communications. 

•  The  CARS  System,  introduced  in  1986,  is  available  to  clients 
via  distributed  processing  or  as  turnkey  system.  The  system  is 
available  for  IBM  System  36  (CARS  36)  and  IBM  AS/400 
computers  and  includes  the  following  components  which  are 
available  separately  or  as  an  integrated  system. 

-  The  CARS  Business  System  provides  management  control  to 
dealerships  and  includes  general  ledger,  business  forecasting, 
bank  statement  reconciliation,  payroll,  and  various  business 
reports. 

-  The  CARS  Parts  System  is  an  inventory  and  invoicing 
system. 
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-  The  CARS  Sendee  System  supports  service  merchandising 
and  service  scheduling  and  dispatching. 

-  The  CARS  Showroom  System  supports  auto  retailing  and 
provides  follow-up,  vehicle  inventory,  and  finance  and 
insurance  functions. 

-  System  prices  range  from  $50,000  to  $250,000,  including 
hardware.  There  are  currently  over  200  CARS  installations 
worldwide. 

•  DYATRON's  Pad  Post  Systems  provide  batch  processing  for 
parts  inventory  control.  Transactions  are  hand-posted  on  a 
printout  in  the  dealership,  mailed  to  DYATRON  to  be  entered, 
and  processed  at  the  DYATRON  data  center  in  Birmingham. 

•  During  1988,  DYATRON  received  an  endorsement  from  the 
Chrysler  Corporation  to  market  a  CARS  IBM  PS/2-based 
accounting  and  parts  inventory  system  to  3,800  smaller  Chrysler 
dealers. 

.  In  early  1988,  DYATRON  developed  DOES  II,  a  modified 
version  of  its  Dealer  Communications  System,  for  Ford  Motor 
Company. 

•  DYATRON  has  received  certification  from  Nissan  for  a  dealer- 
factory  communications  program  called  DataNet. 

•  Interfaces  to  manufacturers'  communications  systems  were  also 
developed  for  Honda,  Toyota  of  America,  and  BMW. 

The  Financial  Systems  Division  markets  and  supports  on-line, 
real-time  accounting  and  security  systems  for  IBM  and  compatible 
mainframes  running  MVS  or  DOS/VSE  to  the  financial  services 
industry. 

•  Software  products  include  the  following: 

-  OmniTrust  provides  trust  and  securities  accounting  to  bank 
trust  departments  and  other  financial  services  institutions  in 
the  U.S.  The  software  ranges  in  price  from  $750,000  to  $1.2 
million.  There  are  currently  26  OmniTrust  installations. 

-  OmniGS  Global  Securities  System  provides  multi-currency 
on-line  real-time  accounting  and  control  for  security  traders, 
clearance,  and  custodial  services  for  international  money 
center  banks.  The  software  is  priced  at  $1  million  and  there 
are  currently  six  installations. 


June  1989 


Copyright  1989  by  INPUT.  Reproduction  Prohibited. 


Page  7  of  10 


DYATRON  CORPORATION 


INPUT 


-  OmniLEND,  introduced  in  1988,  provides  securities  lending 
management  to  both  domestic  and  international  financial 
services  firms.  The  system  is  priced  at  $300,000. 

-  DYATRON  is  currently  developing  OmniStation,  a 
workstation  that  may  interface  with  the  user's  mainframe  and 
OmniTrust  and  OmniGS  software  for  securities  analysis, 
portfolio  management,  and  order  functions, 

•  The  division's  revenues  increased  65%  during  1988  and 
operating  contribution  grew  48%. 

The  Mortgage  System  Division,  formed  with  the  acquisition  of 
Data  Communications  Corporation,  provides  application  software 
and  turnkey  systems  for  the  management  of  mortgage  loans. 

•  Once  a  loan  account  has  been  created,  DYATRON's  Mortgage 
Servicing  System  computes  an  amortization  schedule  for  the 
loan;  posts  payments  on  the  loan;  creates  an  escrow  for 
insurance  and  taxes;  and  allocates  payments  to  principal, 
interest,  and  other  accounts,  such  as  loan  servicing  fees. 

-  The  Mortgage  Servicing  System  is  available  as  a  software 
product  on  IBM  and  compatible  mainframes  and  as  a 
turnkey  system  on  IBM  9370  systems  and  Data  General 
ECLIPSE  minicomputers. 

-  Software  prices  range  from  $50,000  to  $100,000.  Turnkey 
system  prices  range  from  $200,000  to  $400,000. 

-  The  Mortgage  Servicing  System's  current  client  base  includes 
45  mortgage  servicing  lenders. 

•  DYATRON  also  offers  a  series  of  specialized  microcomputer- 
based  software  products  for  handling  "problem  loans".  Products 
are  available  to  manage  mortgage  foreclosures,  real  estate 
owned  (AREO)  properties  (properties  that  have  been 
foreclosed  and  are  up  for  resale),  or  properties  where  the 
owner  has  filed  for  bankruptcy.  There  are  currently  200  users 
of  these  packages.  DYATRON  anticipates  the  number  of  users 
will  increase  to  500  in  five  years. 

•  DYATRON  also  provides  conversion  services  and  on-site 
training  to  its  customers. 

The  Employee  Benefit  Services  (EBS)  Division  offers  processing 
services,  application  software,  and  turnkey  systems  via 
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DYATRON's  OmniPlan  system  for  recordkeeping  and 
administration  of  defined  contribution  employee  benefit  plans. 

•  OnmiPlan  recordkeeping  capabilities  encompass  a  variety  of 
defined  contribution  plans,  including:  salary  deferred  401(k), 
profit  sharing,  money  purchase,  savings/thrift,  stock  option, 
stock  purchase,  and  employee  deductible. 

•  OmniPlan's  Daily  Pricing  and  Rates  feature  allows  daily 
processing  of  participant  contributions,  distributions,  and  fund 
exchanges  on  request,  providing  immediate  reporting  of 
valuation  statistics. 

•  OmniPlan  is  available  as  a  software  package  to  run  on  IBM  and 
compatible  mainframes  and  ranges  in  price  from  $300,000  to 
$700,000.  To  date,  25  packages  have  been  licensed  for  in-house 
use.  OmniPlan  also  may  be  accessed  as  a  remote  computing 
service  via  DYATRON's  data  center  in  Birmingham. 

•  OMNI-PC,  introduced  in  1987,  is  an  IBM  microcomputer-based 
version  of  OmniPlan  targeted  to  the  smaller  defined 
contribution  plan  market.  The  software  ranges  in  price  from 
$25,000  to  $40,000.  There  are  currently  30  installations. 

•  EBS  has  grown  eightfold  in  eight  years.  During  1988,  revenue 
increased  approximately  55%,  operating  contributions 
increased  80%,  and  division  staff  increased  by  a  third  as 
compared  to  1987. 

•  EBS  clients  include  five  of  the  top  10  financial  institutions  in 
major  money  centers  nationwide,  two  of  the  top  three  mutual 
fund  companies,  several  major  retailers,  a  top  utility  company,  a 
major  brewery,  and  an  international  brokerage  firm. 

The  Automated  Services  Division  provides  printing  and  mailing 
services,  including  planning  consulting,  preparation,  printing,  and 
zip  code  encoding. 

•  As  of  December  31, 1988,  DYATRON  was  providing  theses 
services  to  approximately  100  customers.  Clients  include  cable 
companies,  utility  companies,  department  stores,  credit  unions, 
specialty  direct  mail  advertising  firms,  and  other  businesses 
requiring  repetitive  billing  or  specialized  mass  mailings. 
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Industry  Markets      Approximately  46%  of  DYATRON's  1988  revenue  was  derived 

from  automotive  dealerships  and  27%  from  financial  services 
institutions.  The  remaining  27%  of  revenue  was  derived  from 
large  corporations  in  various  industries  and  mass  mailers. 


Geographic  One  hundred  percent  of  DYATRON's  revenue  is  derived  from  the 

Markets  U.S. 

DYATRON  has  offices  in  Birmingham,  Los  Angeles,  Jacksonville, 
and  Langhorne  (PA). 


Computer  DYATRON  has  the  following  computers  installed  at  its  data 

Hardware  and         center  in  Birmingham: 

Software 

•  1  Amdahl  5860,  MVS/XA,  OS/VS,  CICS 

•  1  IBM  System  36 

•  1  IBM  AS/400 
.  1  IBM  9370 
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INFORMATION  MANAGEMENT 
CORPORATION 

3131  Elliott  Avenue 
Suite  600 

Seattle,  WA  98121-1018 
(206)  282-1880 


Chris  Johnson,  President 
Private  Company 
Total  Employees:  23 
Total  Revenue,  Fiscal  Year  End 
11/30/89:  $1,500,000* 

•Company  estimate 


The  Company         Information  Management  Corporation  (IMC)  provides  application 

software  products  and  professional  services  for  retail  and  cross- 
industry  applications. 

IMC  management  projects  that  fiscal  1989  revenue  will  reach  $1.5 
million,  a  36%  increase  over  fiscal  1988  revenue  of  $1.1  million. 


Key  Products  and     Approximately  50%  of  IMC's  revenue  is  derived  from  application 
Services  software  products  and  50%  from  professional  services. 

IMC  has  developed  and  markets  FACIT,  a  proprietary  point-of- 
sale  system  for  IBM  PS/2  computers.  The  company  has  sold  over 
300  FACIT  systems. 

IMC  is  a  distributor  for  two  application  software  products 
designed  for  IBM  System/36  and  AS/400  computers  as  follows: 

•  IMC  is  the  exclusive  distributor  for  Ben  Bridge  Software 
System,  an  information  management  system  for  retail  stores 
developed  by  Ben  Bridge. 

•  IMC  is  the  exclusive  Northwest  distributor  of  a  cross-industry 
accounting  package  called  J.D.  Edwards,  developed  by  J.D. 
Edwards. 

•  IMC  generally  receives  a  50%  commission  from  the  sale  of 
these  products. 

Professional  services  are  provided  exclusively  to  the  retail  industry 
and  include  the  following  services: 

•  IMC  provides  training  and  support  services,  such  as  installation 
and  consulting  for  IBM  System/36  and  AS/400  computers. 
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•  The  company  also  develops  customized  software  for  its  clients. 


Industry  Markets      Approximately  90%  of  IMC's  revenue  is  derived  from  the  retail 

industry.  The  remaining  10%  is  derived  from  various  other 
industries. 


Geographic  Virtually  all  of  IMC's  revenue  is  derived  from  the  U.S.  The 

Markets  company  recently  installed  software  for  a  client  in  Australia. 

In  addition  to  its  headquarters  in  Seattle,  the  company  has  a 
branch  office  in  Wilmington  (NC). 
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REYNOLDS  AND  REYNOLDS 
COMPANY 

11 5  South  Ludlow 
Dayton,  OH  45401 
(513)  443-2000 


Terry  D.  Carder.  Chairman 
David  R.  Holmes,  President  and  CEO 
Public  Corporation,  NYSE 
Total  Employees:  4,976 
Total  Revenue,  Fiscal  Year  End 
9/30/88:  $600,111,000 
Information  Services  Revenue: 
$248,009,000 


The  Company  The  Reynolds  and  Reynolds  Company  (Reynolds)  was  founded  in 

1866  to  manufacture  and  distribute  standard  and  custom  business 
forms.  Reynolds  currently  operates  in  two  business  segments  as 
follows: 

•  The  Business  Forms  Division  manufactures  and  distributes 
printed  business  forms  and  systems,  custom  continuous  and 
snap  out  forms,  computer  stock  forms,  and  forms  management 
services  to  automotive,  professional,  medical,  and  general 
business  markets. 

-  The  Automotive/ Automotive-Related  unit  supplies  business 
forms  and  manual  systems  to  automobile,  truck,  and 
recreational  vehicle  dealerships.  It  also  supplies  the  related 
automotive  market,  which  includes  tire  dealers,  repair 
garages,  auto  parts  firms,  and  body  repair  shops. 

-  The  General  Printing  unit  supplies  printed  forms,  manual 
systems,  custom  continuous  and  snap  out  forms,  and  forms 
management  services  to  professional,  medical,  and  general 
business  markets.  This  unit  includes  the  operations  of  The 
Arnold  Corporation,  which  was  acquired  by  Reynolds  in 
January  1986. 

-  Wilmer  Service  Line  is  a  wholesale  operation  that  markets 
one-write  pegboard  accounting  systems  through  a  nationwide 
network  of  forms  distributors. 

•  The  Computer  Systems  Division  (information  services  unit) 
provides  turnkey  systems,  processing  services,  and  associated 
support  services  to  automobile  dealerships  and  turnkey  systems 
and  software  products  to  the  medical  industry. 
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-  The  Automotive  Computer  Systems  and  Services  unit 
markets  turnkey  systems  and  processing  services  to 
automobile  dealers,  as  well  as  computer-related  products 
and  support  services  to  automobile  manufacturers, 
distributors,  and  importers.  Client  educational  services  are 
also  provided  through  this  unit. 

-  The  International  unit  markets  Reynolds'  products  and 
services  outside  the  U.S.  This  unit  includes  the  operations  of 
Beri  S.A.  (acquired  from  Peugeot  in  August  1987),  a 
provider  of  processing  services  and  systems  to  automobile 
dealers  in  France. 

-  Medical  Systems  offers  turnkey  systems  for  medical  practice 
management  to  physician  practices. 

•    National  Medical  Computer  Services,  Inc.  (acquired  in 
December  1986)  is  a  wholly  owned  subsidiary  that  offers 
computer  systems  primarily  to  hospital-based  physicians 
such  as  radiologists,  anesthesiologists,  and  pathologists. 

-  Reyna  Financial  Corporation  is  a  nonconsolidated,  wholly 
owned  financial  subsidiary  that  provides  lease  financing  for 
products  marketed  by  the  Computer  Systems  Division. 

During  1988,  Reynolds  streamlined  operations  to  improve 
efficiency  and  increase  profitability.  The  company  realigned  its 
Computer  Systems  Division,  resulting  in  the  reduction  of  about 
250  employees  nationwide.  Reynolds  sold  several  non-strategic 
businesses  to  concentrate  on  its  core  business  of  providing 
products  and  services  to  automobile  dealers.  Businesses  divested 
include  the  following: 

•  In  September  1988,  Reynolds  sold  its  Accutax  Systems  tax 
processing  unit  to  CCH  Computax,  Inc. 

-  During  fiscal  1988  this  unit  had  net  sales  of  about  $15  million 
and  total  assets  of  about  $4  million. 

-  The  sale  resulted  in  an  after  income  tax  gain  of  about  $5.9 
million  or  $0.55  per  share. 

•  In  May  1988,  Reynolds  sold  its  Direct  Marketing  unit  to  its 
management  team.  Terms  of  the  sale  were  not  disclosed.  This 
unit  marketed  computer  peripherals,  supplies,  and  accessories 
through  catalogs  and  telemarketing. 
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•  In  February  1988,  Reynolds  announced  the  sale  of  its  South 
African  subsidiary  to  Computermatic  Holdings  Ltd.  The  sale 
price  was  equal  to  the  asset  value  of  the  operations. 

•  During  fiscal  1988  Reynolds  also  disposed  of  a  specialty 
printing  operation. 

Fiscal  1988  revenue  reached  $600.1  million,  a  7%  increase  over 
fiscal  1987  revenue  of  $562.7  million.  Net  income  rose  23%,  from 
$21.2  million  in  fiscal  1987  to  nearly  $26.1  million  in  fiscal  1988.  A 
five-year  financial  summary  follows: 

REYNOLDS  AND  REYNOLDS  COMPANY 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

9/88 

9/87 

9/86 

9/85 

9/84 

Revenue 

•   Percent  increase 
from  previous  year 

$600,111 
7% 

$562,700 
39% 

$404,011 
24% 

$325,337 
12% 

$289,808 
15% 

Income  before  taxes 
•   Percent  increase 
(decrease)  from 
previous  year 

$27,458 
(a) 

(30%) 

$39,107 
(a) 

(6%) 

$41,528 
10% 

$37,702 
27% 

$29,707 
50% 

Net  income 

•   Percent  increase 
(decrease)  from 
previous  year 

$26,092 
(b) 

23% 

$21,221 
(11%) 

$23,856 
13% 

$21,072 
23% 

$17,146 
44% 

Earnings  per  share 
•   Percent  increase 
(decrease)  from 
previous  year 

$2.43 
(b) 

27% 

$1.91 
(22%) 

$2.44 
9% 

$2.24 
24% 

$1.81 
44% 

(a)  Includes  gains  on  the  sale  of  assets  of  approximately  $9  million  in  fiscal  1988  and  $2.3  million  in 
fiscal  1987. 

(b)  Includes  a  $8  million  or  $0. 75  per  share  positive  effect  of  revaluing  deferred  income  taxes. 


A  five-year  financial  summary  by  business  segment  follows: 
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REYNOLDS  AND  REYNOLDS  COMPANY 
FIVE-YEAR  SUMMARY  BY  BUSINESS  SEGMENT 
($  thousands) 


FISCAL  YEAR 

ITEM 

9/88 

9/87 

9/86 

9/85 

9/84 

Computer  Systems 

•  Revenue 

•  Operating  income  (loss) 

$248,009 
$(107) 

$229,725 
$14,709 

$201,898 
$18,893 

$188,598 
$14,941 

$161,524 
$10,426 

Business  Forms 

•  Revenue 

•  Operating  income 

$352,102 
$26,047 

$332,975 
$26,307 

$202,113 
$23,979 

$136,739 
$19,742 

$128,284 
$20,903 

Sales  of  the  Computer  Systems  segment  increased  8%  during  fiscal 
1988,  primarily  as  a  result  of  the  1987  acquisition  of  Beri.  Sales 
gains  also  resulted  from  continued  high  volume  of  sales  of  turnkey 
systems  and  terminals  and  the  resulting  increase  in  maintenance 
and  support  revenues. 

•  Gross  profit  margins  were  35.4%  in  fiscal  1988,  44%  in  fiscal 
1987,  and  45.1%  in  fiscal  1986.  The  decline  in  1988  reflects 
competitive  pricing  in  the  domestic  automobile  dealer  market, 
development  and  support  costs  for  newer  products  significantly 
exceeding  expectations,  substantial  severance  costs  from  staff 
reductions,  production  difficulties  of  implementing  the  Tax 
Reform  Act  of  1986  by  the  company's  tax  processing  unit,  and 
the  impacts  of  Beri  and  NMCS  which  have  lower  gross  profit 
margins  than  the  company's  domestic  automobile  dealer 
market. 

Sales  of  the  Business  Forms  segment  rose  6%  during  fiscal  1988, 
reflecting  modest  price  and  volume  increases. 

•  Gross  profit  margins  declined  to  39.1%  in  fiscal  1988,  compared 
to  40.7%)  in  fiscal  1987  and  49.1%  in  fiscal  1986.  Declines  were 
attributed  to  Arnold's  general  business  forms  market  which  has 
lower  gross  profit  margins  than  Reynolds'  traditional 
standardized  product  lines. 


Key  Products  and     INPUT  estimated  that  in  fiscal  1988,  approximately  66%  of 
Services  Reynolds'  Computer  Systems  segment  revenue  was  derived  from 

turnkey  systems  sales  and  support,  7%  from  processing  services, 

and  the  remainder  from  terminal  sales. 
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Reynolds  has  installed  more  than  17,000  turnkey  systems  in 
dealerships.  The  company's  current  product  line,  ERA™, 
introduced  in  early  1987,  is  based  on  a  Motorola  68020  32-bit 
microprocessor. 

•  ERA  provides  integrated  data  base  applications  for  Sales,  Parts, 
Service,  and  Business  Office  departments. 

•  Reynolds  currently  offers  three  ERA  systems  as  follows: 

-  ERA  96000  is  designed  for  multi-franchise,  multi-store 
dealer  corporations  and  megadealerships  requiring  200  or 
more  workstations. 

-  ERA  64000  is  targeted  to  large  to  very  large  dealers 
requiring  up  to  48  user  workstations. 

-  ERA  24000  is  targeted  to  dealers  requiring  up  to  16  user 
workstations. 

Reynolds  also  continues  to  market  and  support  the  VIM/NET'^5 
product  line  which  is  based  on  the  NCR  Tower  minicomputer. 

•  The  systems  provide  auto  dealers  with  applications  for 
accounting,  payroll,  inventory  management,  invoicing,  service 
merchandising,  vehicle  merchandising,  and  leasing  functions. 

•  All  VIM/NET  5  computers  can  be  linked  through  a  local  area 
network  to  share  and  access  data  for  total  dealership 
integration. 

•  VIM/NET  5  systems  include  the  following: 

-  VIM/NET  5,  Model  2000  is  targeted  to  small  dealerships 
entering  into  in-house  computing  or  as  an  addition  to  an 
expanding  system.  The  system  can  support  one  to  eight 
terminal  ports. 

-  SERVICE/NET™  is  a  version  of  VIM/NET  5,  Model  2000 
for  dealership  service  departments  that  provides  service 
merchandising  and  appointment  scheduling  applications. 

-  VIM/NET5,  Model  32000,  targeted  to  large  dealerships,  can 
support  up  to  24  workstations  as  a  standalone  system  or  120 
workstations  in  a  networked  configuration. 
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-  VIM/NET  5,  Model  48000,  targeted  to  very  large 
dealerships,  can  operate  up  to  32  workstations  as  a 
standalone  system  or  128  workstations  in  a  networked 
configuration. 

Reynolds  also  offers  the  following  products  to  dealerships: 

•  The  executive  Data  Management  System,  introduced  in  1986,  is 
a  software  product  that  permits  preformatted  and  custom 
report  generation  and  interfaces  to  off-the-shelf  software 
packages  for  spreadsheet,  word  processing,  data  management, 
and  financial  analysis  capabilities. 

•  Reynolds  markets  Bell  and  Howell's  IDB2000  electronic  parts 
catalog  to  auto  dealers  nationwide  under  the  name 

Parts  Vision™.  The  catalog  currently  stores  10  years  of  parts 
diagrams  and  text  on  magnetic  and/or  CD-ROM  disks  for 
General  Motors  dealers  in  the  U.S.  and  Canada.  Similar 
systems  for  Chrysler  dealers  (called  "PAIS")  and  Honda/Acura 
dealers  are  also  available. 

•  Reynolds  also  offers  an  IBM  PC-based  system  to  dealers  for 
finance  and  insurance  applications. 

Reynolds'  Manufacturer  Services  Group  (within  the  Automotive 
Computer  Systems  and  Services  unit)  was  established  in  early  1986 
to  provide  products  and  services  directly  to  automobile 
manufacturers,  importers,  and  distributors. 

•  Reynolds  provides  standalone  communications  processors  for 
direct  communications  between  auto  dealers  and 
manufacturers. 

•  Reynolds  also  provides  dealer  communication  systems  (DCS) 
that  integrate  information  between  dealer  sales,  parts,  service, 
and  office  system  departments. 

-  Reynolds  was  named  exclusive  supplier  of  dealer 
communications  systems  for  Isuzu  and  Saab  dealers. 

-  Reynolds  announced  the  availability  of  a  system  to  provide 
Chevrolet  dealers  with  direct  access  to  Chevrolet's  Total 
Information  Management  System  (TIMS). 

-  Reynolds  announced  a  dealer  communications  system  for 
Volvo. 
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-  Reynolds  announced  the  industry's  first  "partial"  DCS 
approved  by  General  Motors'  Car  and  Light  Truck  divisions. 

-  Reynolds  provides  manufacturers  with  support  services, 
including  training  and  education,  hardware  installation, 
maintenance,  and  software  services. 

Turnkey  system  service  and  support  is  provided  by  over  500 
service  personnel  located  in  three  regional  and  89  local  service 
offices.  Regional  educational  centers  provide  specialized 
customer  training,  advanced  seminars  in  accounting  and  parts  and 
service  merchandising,  and  executive  and  management 
information  seminars. 

Products/services  provided  to  the  medical  industry  include  the 
following: 

•  The  Medical  Practice  Management  System  (MPMS), 
announced  in  1984,  is  an  NCR  Tower-based  turnkey  system 
targeted  to  office-based  group  practices.  System  features 
include  automatic  preparation  of  insurance  forms  and  fee  slips, 
complete  accounts  receivable  aging,  and  management 
reporting. 

•  Through  National  Medical  Computer  Services,  Reynolds 
provides  the  following  application  software  products: 

-  Physician's  Account  Receivable  (PAR)  is  an  accounts 
receivable  and  billing  system  for  hospital-based  physicians. 
PAR  is  designed  for  IBM  AS  400  and  System  36  computers. 
There  are  currently  over  1,200  installations  for  775 
customers. 

-  Physician's  Accounts  Receivable/Practice  Management 
(PAR/PM)  is  designed  for  primary  care  physicians  with 
recurring  patient  bases.  PAR/PM  runs  on  IBM  System  36 
computers. 

-  Physician's  Accounts  Receivable/Automated  Radiology 
Management  (PAR/ARM)  is  designed  for  hospital  radiology 
departments  and  free-standing  radiology  centers. 

PAR/ ARM  runs  on  IBM  PC  AT  and  compatible 
microcomputers. 

Reynolds  sells  computers/terminals/peripherals  manufactured  by 
IBM,  NCR,  Texas  Instruments,  and  Televideo. 
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Industry  Markets      The  majority  of  Reynolds'  Computer  Systems  revenue  is  derived 

from  automotive  dealerships  and  automobile  manufacturers.  The 
remainder  of  revenue  is  derived  from  medical  practices. 

Auto  manufacturing  clients  include  American  Motors,  Chrysler, 
General  Motors,  Ford/Lincoln  Mercury,  Mercedes-Benz,  Nissan, 
Honda/ Acura,  Volvo,  Saab,  and  Isuzu. 


Geographic  Approximately  90%  of  Reynolds'  fiscal  1988  revenue  was  derived 

Markets  from  the  U.S.  and  10%  from  its  foreign  subsidiaries. 

Foreign  subsidiaries'  net  sales  and  net  income  (loss)  were  $61.8 
million  and  $2.9  million  in  fiscal  1988,  compared  to  $38.3  million 
and  $383,000  in  fiscal  1987,  and  $35.2  million  and  ($1.6  million)  in 
fiscal  1986,  respectively. 

Reynolds  operates  nearly  200  sales  offices  worldwide. 
International  subsidiaries  are  located  in  Canada,  France,  and 
Australia. 


Computer  Regional  computer  centers  are  located  in  Dayton  (OH),  Chicago 

Hardware  (JL),  and  Brampton  (Ontario,  Canada).  Reynolds  uses  equipment 

from  various  manufacturers,  including  IBM  and  NCR,  in  support 

of  its  processing  services. 
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STERLING  SOFTWARE,  INC., 
APPLICATIONS  SOFTWARE 
GROUP 

1651  Northwest  Professional  Plaza 
Columbus,  OH  43220 
(614)  459-7500 


Warner  C.  Blow,  Group  President 
Operating  Group  of  Sterling  Software,  Inc. 
Total  Revenue,  Fiscal  Year  End 
9/30/88:  $36,697,000 


The  Company         Sterling's  Applications  Software  Group  provides  application 

software  products,  processing/network  services,  and  turnkey 
systems  through  three  divisions. 

•  The  ORDERNET  Services  Division,  headquartered  in 
Columbus  (OH),  provides  electronic  data  interchange  (EDI) 
services  and  software  in  the  U.S.  and  Canada. 

•  The  Creative  Data  Systems  Division,  headquartered  in 
Beachwood  (OH),  provides  software  products  and  turnkey 
systems  to  retailers,  including  national  and  regional  chain 
stores. 

•  The  Directions  Division,  headquartered  in  Dallas,  provides 
check  processing  software  products  for  IBM  and  compatible 
mainframes. 

The  group's  fiscal  1988  revenue  reached  $36.7  million,  a  19% 
increase  over  fiscal  1987  revenue  of  $30.8  miUion.  A  three-year 
financial  summary  follows: 
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STERLING  SOFTWARE,  INC. 
APPLICATIONS  SOFTWARE  GROUP 
THREE-YEAR  FINANCIAL  SUMMARY 
($  thousands) 


FISCAL  YEAR 

ITEM 

9/88 

9/87 

9/86 

Revenue 

•   Percent  increase 
(decrease)  from 
previous  year 

$36,697 
19% 

$30,764 
(9%) 

$33,922 
N/A 

Operating  profit  (a) 
•   Percent  increase 
from  previous  year 

$5,300 
106% 

$2,572 
38% 

$1,863 
N/A 

(a)    Before  corporate  items. 


Sterling  management  attributes  fiscal  1988  revenue  growth 
primarily  to  increased  sales  of  GENTRAN™  EDI  software  and 
System  for  Retail  products. 

Major  competitors,  by  product/service,  include  the  following: 

•  EDI:  GE  Information  Services,  McDonnell  Douglas 
Information  Systems  Company,  Kleinschmidt,  Metromark,  and 
EDI  Solutions. 

•  Retail:  Island  Pacific  and  STS  Systems,  Inc. 

•  Check  processing  software:  Computer  Associates,  Back  Room 
Systems,  and  DISC. 


Key  Products  and     Approximately  82%  of  the  Applications  Software  Group's  fiscal 
Services  1988  revenue  was  derived  from  application  software  products  and 

associated  support  services  and  18%  from  EDI  processing  services. 

The  ORDERNET  Services  Division  provides  EDI  network 
services  and  software  products  to  over  1,000  customers  in  the 
pharmaceutical,  grocery,  hardware  and  housewares, 
medical/surgical  distribution,  and  service  merchandising 
industries. 

•  Using  Sterling's  data  center  in  Columbus,  ORDERNET 
provides  an  on-line  network  to  manage  and  control  the  flow  of 
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Standardized  business  documents  between  trading  partners  that 
regularly  transmit  electronic  documents  to  one  another. 

-  ORDERNET  traces  its  EDI  involvement  to  1975  when 
Informatics  General  began  COMM-NET  EDI  services  to  the 
wholesale  pharmaceutical  industry.  Currently,  ORDERNET 
serves  a  variety  of  industries  using  both  industry-specific 
formats  and  ANSI  X12  standards. 

-  Sterling  developed  Medimetrik,  the  initial  service  offering 
for  International  Health  Information  Applications,  Inc., 
which  provides  information  on  pharmaceuticals,  and  creates 
a  data  base  of  drug  usage  through  data  capture  and  retrieval 
procedures  applied  to  EDI  traffic,  as  well  as  from  data 
submitted  by  the  participating  companies. 

-  ORDERNET  was  selected  by  the  American  Hardware 
Manufacturers  Association  (AHMA)  to  provide  the 
EAGLE'^  automated  purchase  order  entry  system,  which 
now  functions  as  part  of  ORDERNET.  Five  of  the  top  ten 
home  centers  in  the  U.S.  are  ORDERNET  customers. 

-  Electronic  transmission  of  hospital  chargebacks  (rebates) 
between  wholesalers  and  pharmaceutical  manufacturers  is 
available,  using  the  three  National  Wholesale  Druggists' 
Association  formats:  Bid  Award  Notification  to  Wholesaler; 
Chargeback  Debit  Memo  to  Manufacturer;  and  Chargeback 
Reconciliation  to  Wholesaler. 

-  AUTO-COMM  supports  ordering  and  supply  documents  for 
the  U.S.  auto  industry. 

-  The  EDI-UCS  service  is  for  the  grocery  industry. 
ORDERNET  supports  internetwork  traffic  with  McDonnell 
Douglas'  EDI-NET  at  no  additional  user  cost.  Other 
internetwork  agreements  have  been  established  with 
Kleinschmidt,  GE  Information  Services,  and  Control  Data. 

-  DOE  (Direct  Order  Entry)  service  is  provided  to  service 
merchandising  companies.  Warehousing  service  is  supported 
using  WINS  standards,  and  the  company  is  expanding  into 
logistics  areas. 

-  Translation  between  X12,  UCS,  and  industry-specific 
standards  is  available  through  the  GENTRAN  in-network 
translation  service. 
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-  ORDERNET  offers  a  media  conversion  service  that  permits 
electronic  documents  to  be  converted  to  hardcopy 
(EDI/LaserMail^'^  for  maiUng)  or  to  facsimile  transmissions 
(EDI/Fax^^  for  delivery  to  any  trading  partner's  FAX 
machine). 

•  In  December  1987,  ORDERNET  announced  the  availability  of 
its  GENTRAN  translation  software  for  customers'  in-house  use. 

-  GENTRAN  translates  data  from  internal  fixed-length  record 
formats  to  variable-length  data  formats  for  EDI 
transmission,  and  interprets  EDI  communications  received 
back  into  internal  formats  for  processing. 

-  GENTRAN  supports  ANSI  X12  and  its  subsets  (CIDX, 
EDX,  VICS),  UCS,  WINS,  and  TDCC  (Motor,  Rail,  Ocean, 
Air)  standards. 

-  GENTRAN  is  designed  for  IBM  30XX,  43XX,  and  9370 
mainframes  and  compatibles  using  MVS,  MVS/XA,  or 
DOS/VSE,  and  DEC  VAX  system. 

-  GENTRAN  pricing  is  based  on  a  two-tier  schedule, 
depending  on  the  hardware  platform  used.  Under  the  Class 
A  schedule  (which  applies  to  IBM  30XX,  43XX,  and  9370), 
GENTRAN  is  priced  at  $30,000.  Annual  maintenance 
(which  is  free  for  the  first  year)  is  priced  at  $4,500.  Under 
the  Class  B  schedule  (which  applies  to  DEC  VAX), 
GENTRAN  is  priced  at  $18,000.  Annual  maintenance 
(which  is  free  for  the  first  year)  is  priced  at  $2,700.  Pricing 
includes  two  days  of  on-site  installation  and  training. 

-  There  are  currently  over  100  GENTRAN  installations. 

•  ORDERNET  offers  DOCULINK™,  a  series  of  software 
products  for  microcomputers  and  mainframes,  to  facilitate 
bisynchronous  or  asynchronous  communications  between  the 
user  and  ORDERNET's  network. 

-  DOCULINK/OS  provides  bisynchronous  communications 
for  IBM  30XX,  43XX,  or  compatible  mainframes  running 
OS. 

-  DOCULINK/MNP  effects  Microcom  Networking  Protocol 
communications  on  an  IBM  PC  or  compatible. 

-  DOCULINK/BSC  provides  bisynchronous  communications 
on  an  IBM  PC  or  compatible. 
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CONCORD  COMPUTING  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

9/88 

9/87 

9/86 

REVENUE 

PERCENT 

REVENUE 

PERCENT 

REVENUE 

PERCENT 

ITEM 

$ 

OF  TOTAL 

$ 

OF  TOTAL 

$ 

OF  TOTAL 

Bank  Card  Services 

$8.2 

30% 

$6.1 

28% 

$2.5 

18% 

Check  Services 

6.8 

25% 

4.8 

22% 

4.3 

30% 

Trucking  Services 

4.6 

17% 

4.1 

19% 

3.8 

27% 

EFT  Services 

4.1 

15% 

3.5 

16% 

2.7 

19% 

terminal  Products 

3.5 

13% 

3.2 

15% 

0.9 

6% 

TOTAL 

$27.2 

100% 

$21.7 

100% 

$14.2 

100% 

EFS,  Inc.,  a  wholly  owned  subsidiary  of  Concord  Computing, 
provides  bank  credit  card  authorization,  sales  data  capture,  and 
settlement  processing  services  for  VISA,  MasterCard,  Discover, 
and  American  Express  transactions  at  retail  points-of-sale. 

•  The  company  places  electronic  terminals  at  retail  merchant 
locations  to  process  credit  sales  transactions,  including  daily 
payment  to  the  merchant. 

•  When  a  consumer  makes  a  purchase  at  a  retailer,  the 
consumer's  card-issuing  bank  reimburses  EFS  the  next  day  for 
all  transactions  authorized,  less  an  interchange  fee.  EFS  then 
reimburses  the  merchants,  less  a  discount  fee.  EFS  also 
receives  revenue  from  the  rental  of  terminal  equipment. 

•  Bank  Card  Services  are  used  by  over  6,000  retailers  nationwide. 

•  During  1988,  a  long-term  agreement  was  reached  for  the 
processing  of  Sears'  Discover  Card  transactions. 

The  Retail  Services  Division  authorizes  the  cashing  of  checks  by 
consumers  in  supermarkets  and  drug  chains,  primarily  in  the 
Midwest  and  West. 

•  During  1988,  the  company  renewed  long-term  contracts  with 
two  dominant  supermarket  chains  in  Chicago,  including 
Concord  Computing's  largest  single  customer.  The  company 
also  completed  the  installation  of  service  for  the  two  largest 
supermarket  chains  in  St.  Louis  and  began  installing  service  in 
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•  In  November  1988,  ORDERNET  announced  a  Vendor 
Implementation  Program  (VIP)  to  educate  prospective 
electronic  trading  partners  and  speed  their  EDI 
implementation.  VIP  components  include: 

-  Development  of  a  phased  master  plan  and  month  schedules; 

-  Direct  marketing  contact  with  targeted  EDI  trading  partners; 

-  Development  of  individual  implementation  plans  for  each 
targeted  trading  partner; 

-  Regularly  scheduled  EDI  seminars; 

-  Individual  follow  up  and  technical  support;  and 

-  A  tracking  system  for  regularly  reporting  on  trading  partner 
implementation  status. 

•  ORDERNET  has  the  following  alliances: 

-  ORDERNET  has  signed  with  ACI  Computer  Services  for 
the  first  EDI  link  between  North  America  and  Australia. 
ACI,  with  joint-venture  partner  Telecom  Australia,  runs 
TradeLink.  International  traffic  will  be  carried  via  Telenet. 

-  During  1988,  ORDERNET  formed  an  agreement  with 
Global  Software,  Inc.  whereby  Global  may  market 
ORDERNET  EDI  software  and  network  services  to  its 
installed  base. 

-  ORDERNET  has  a  marketing  agreement  with  EDI,  Inc.  to 
sell  EDI's  TELINK  microcomputer  software  package. 

-  ORDERNET  offers  ACS  Network  Systems'  translation 
software  for  the  IBM  System/36  and  System/38. 

-  During  1987,  ORDERNET  signed  a  resale  agreement  with 
Telenet  Communications,  whereby  Telenet  would  private- 
label  ORDERNETs  processing  service  and  distribute  it  to 
Telenet's  Fortune  500  customers  under  the  name  TEDI. 

-  During  1988,  ORDERNET  acquired  the  customer  list  of 
Canadian  EDI  service  provider  Crowntek. 

-  Since  July  1987,  Management  Horizons  Data  Systems 
(London,  Ontario)  has  been  marketing  ORDERNET 
products  and  services  in  Canada. 
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•  ORDERNET  has  also  provided  professional  services  to  a  major 
transportation  company  to  integrate  its  EDI  functions  with  bar 
code-based  and  other  applications  and  to  recruit  additional 
EDI  trading  partners. 

The  Creative  Data  Systems  Division  provides  software  products 
and  turnkey  systems  to  retailers. 

•  System  for  RetaiP  provides  purchase  order  management,  point- 
of-sale  support,  invoicing,  inventory  control,  sales  analysis, 
purchase  order  management,  and  financial  reporting. 

-  The  system  runs  on  IBM  mainframes,  DEC  VAX,  and  Wang 
VS  computers  and  ranges  in  price  from  $100,000  to  $1 
million,  including  hardware.  The  software  is  also  available 
separately. 

-  System  for  Retail  is  targeted  to  retailers  with  sales  in  excess 
of  $10  million.  There  are  currently  85  installations. 

-  During  fiscal  1988,  the  software  became  available  in 
overseas  markets  through  new  joint  marketing  agreements 
vidth  Fujitsu  and  Wang. 

•  Array^,  introduced  in  1988,  is  a  distributor  and  wholesaler 
inventory  management  system  based  on  IBM  mainframes,  DEC 
VAX,  and  Wang  VS  computers. 

-  Applications  include  forecasting,  seasonality  detection,  and 
investment  and  promotional  buying. 

-  Array  is  priced  from  $150,000  to  $300,000.  There  are 
currently  five  installations. 

•  The  Hardgoods  Information  System™  (THIS),  introduced  in 
1984,  is  a  microcomputer-based  merchandising  management 
and  accounting  system  for  hardware  and  hardline  retailers. 

-  Applications  include  inventory  control,  point-of-sale 
monitoring,  sales  analysis,  price  control,  and  purchase  order 
management. 

-  THIS  is  licensed  from  Retail  Systems  Company,  Inc.  and  is 
targeted  to  firms  with  annual  revenue  of  $250,000  to  $20 
million. 
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-  THIS  runs  on  IBM  and  compatible  microcomputers  and  is 
priced  from  $5,000  to  $15,000,  including  hardware.  There 
are  currently  over  50  installations. 

The  Directions  Division  provides  software  products  to  the  banking 
and  finance  industry  for  check  processing  applications. 

•  The  VECTOR  product  family  is  designed  for  IBM  mainframes 
and  is  used  by  commercial  banks,  savings  and  loans,  credit 
unions,  and  finance  companies. 

-  VECTOR  products  (VECTOR  3-12  and  VECTOR  3000- 
5000)  are  available  for  bulk  file/on-line  fine  sort,  on-line 
adjustment  processing,  on-line  returns/exceptions 
processing,  on-line  CPCS  reconcilement/balancing,  on-line 
bank  reconcilement,  on-line  collections  processing, 
transaction  analysis,  general  inquiry  and  research,  signature 
verification,  check  clearing  and  availability,  and  cash  letter 
collection. 

-  VECTOR  products  range  in  price  from  $35,000  to  $80,000. 
There  are  currently  over  1,000  installations. 


Industry  Markets 


Approximately  52%  of  the  AppUcations  Software  Group's  fiscal 
1988  revenue  was  derived  from  the  retail  industry,  33%  from 
banking  and  finance,  5%  from  the  federal  government,  2%  from 
the  wholesale  industry,  and  the  remaining  8%  from  other 
industries. 


Geographic 
Markets 


The  Applications  Software  Group's  fiscal  1988  revenue  was 
derived  primarily  from  the  U.S. 


Computer 
Hardware  and 
Software 


ORDERNETs  EDI  network  services  are  supported  by  Sterling's 
data  center  in  Columbus,  which  has  an  Amdahl  5880  complex, 
MVS/JES3/TSO/ROSCOE/ACF/VTAM. 
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TRIAD  SYSTEMS  CORPORATION  William  W.  Stevens.  Chairman 
3055  Triad  Drive  James  R.  Porter,  President  and  CEO 

Livermore,  CA  94550  Public  Corporation,  OTC 

(4 1 5)  449-0606  Total  Em  ploy  ees :  1 , 378 

Total  Revenue,  Fiscal  Year  End 
9/30/88:  $127,410,000 


The  Company         Triad  Systems  Corporation,  founded  in  1972,  develops, 

manufactures,  markets,  and  supports  turnkey  systems  in  three 
vertical  markets:  the  automotive  parts  aftermarket,  retail 
hardgoods  dealers,  and  dentists.  The  company  also  provides 
automotive  parts  pricing  and  catalog  updating  data  base  services. 

•  Triad  also  provides  lease  financing  to  many  of  its  turnkey 
system  clients  through  it  wholly  owned,  nonconsolidated 
subsidiary,  TSC  Leasing  Corporation. 

•  In  June  1987  Triad  began  providing  on-site  third-party 
maintenance  services  for  Altos  Computer  national  value-added 
resellers  and  their  customers. 

Fiscal  1988  revenue  reached  $127.4  million,  a  9%  increase  over 
fiscal  1987  revenue  of  $117.3  million.  Net  income  rose  29%,  from 
approximately  $6.4  million  in  fiscal  1987  to  over  $8.3  million  in 
fiscal  1988.  A  five-year  financial  summary  follows: 
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TRIAD  SYSTEMS  CORPORATION 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

9/88 

9/87 

9/86 

9/85 

9/84 

Revenue 

•   Percent  increase 
(decrease)  from 
previous  year 

$127,410 

9% 

$117,268 

5% 

$111,676 
4% 

$107,278 
(11%) 

$120,433 
33% 

Income  (loss)  before  taxes 
and  extraordinary  credit 
•   Percent  increase 

(decrease)  from 

previous  year 

$13,726 
(a) 

43% 

$9,591 
(a) 

75% 

$5,484 
163% 

$(8,713) 
(225%) 

$6,998 

1  CI  0/ 
1  D  1  70 

Net  income  (loss) 
•   Percent  increase 
(decrease)  from 
previous  year 

$8,315 
29% 

$6,427 
(b) 

102% 

$3,181 
158% 

$(5,507) 
(215%) 

$4,807 
1 24% 

Earnings  (loss) 
per  share 

•   Percent  increase 
(decrease)  from 
previous  year 

$0.93 
21% 

$0.77 
88% 

$0.41 
155% 

$(0.74) 
(212%) 

$0.66 
128% 

(a)  Includes  gains  of  $297,000  and  $590,000  for  fiscal  1988  and  fiscal  1987,  respectively,  from  the 
sale  of  land  adjacent  to  the  company's  new  headquarters  facility  in  Livermore  and  of  its  former 
headquarters  in  Sunnyvale. 

(b)  As  a  result  of  the  gain  described  above,  during  fiscal  1987  Triad  recognized  an  income  tax 
benefit  from  capital  loss  carryfonvards  as  an  extraordinary  credit  of  $509,000.  Net  income  in 
fiscal  1987  before  the  extraordinary  credit,  the  gain,  and  a  related  effective  tax  rate  benefit  was 
approximately  $5.5  million. 


Triad  management  attributes  fiscal  1988  results  primarily  to  the 
following: 

•  Hardgoods  Division  revenues  rose  15%,  or  $2.9  million, 
reflecting  a  continuing  strong  demand  for  the  division's 
products.  Triad  also  benefited  from  its  joint  marketing 
agreement  with  Cotter  &  Company,  the  nation's  largest 
distributor  of  hardgoods. 

•  Automotive  Division  revenues  increased  8%,  or  $3.1  million. 
During  the  year  international  sales  improved  and  warehouse 
system  sales  more  than  doubled  to  over  $1  million  due  to  the 
release  of  a  new  IBM-based  product  and  the  sale  of  two  units 
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during  the  fourth  quarter.  Slight  increases  in  domestic  sales 
were  attributed  to  market  conditions  and  competitive  pressures. 

•  Dental  Division  sales  decreased  38%.  A  lawsuit  filed  during 
the  year  by  American  Dental  Office  Systems,  Inc.  (which  was 
subsequently  dismissed)  slowed  the  growth  of  the  dealer 
network  that  was  begun  in  late  1987. 

•  Customer  services  revenue,  reflecting  a  continued  increase  in 
the  installed  turnkey  system  base,  rose  6%,  or  $3.3  million. 

•  Data  base  information  services  revenue  rose  42%,  or  $2.2 
million,  due  to  a  43%  increase  in  the  number  of  subscribers  to 
the  Electronic  Catalog  data  base  and  a  22%  increase  in 
Telepricing  revenue. 

Product  development  expenditures,  before  software  capitalization, 
were  approximately  $8.1  million  (6%  of  revenue)  in  fiscal  1988, 
$7.2  million  (6%  of  revenue)  in  fiscal  1987,  and  $8.1  million  (7% 
of  revenue)  in  fiscal  1986.  The  company  capitalized  approximately 
$1.9  million  and  $1.8  million  in  software  development  costs  during 
fiscal  1988  and  fiscal  1987,  respectively. 

Revenue  for  the  three  months  ending  December  31,  1988  was 
$30.1  million,  a  2%  increase  over  $29.6  million  for  the  same 
period  in  1987.  Net  income  for  the  quarter  was  $3.2  million,  but 
includes  a  $4  million  gain  from  the  sale  of  land. 

In  October  1988,  Volt  Information  Sciences,  Inc.  reportedly 
acquired  a  12.8%  stake  in  Triad  Systems. 

Triad  is  currently  organized  into  five  divisions,  as  follows: 

•  The  Automotive  Division  markets  turnkey  systems  to  the 
automotive  parts  aftermarket,  which  includes  warehouse 
distributors,  wholesalers  (jobbers)  and  retailers,  and  auto  repair 
shops.  The  company  currently  has  over  5,900  Automotive 
Division  customers. 

•  The  Information  Services  Division  provides  two  proprietary 
data  bases  to  Triad's  Automotive  Division  customers  for 
automotive  parts  pricing  and  catalog  updating.  Approximately 
2,150  of  the  company's  automotive  customers  subscribe  to  one 
of  more  of  these  services. 

•  The  Hardgoods  Division  markets  turnkey  systems  to  hardware 
stores  and  home  centers,  the  lumber/building  materials  market. 
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decorating  retailers,  and  garden  centers  and  retail  nurseries. 
The  company  has  over  1,700  systems  installed  in  this  market. 

•  The  Dental  Division  markets  turnkey  systems  to  dental 
practices.  Triad  currently  has  over  800  dental  systems  installed. 

•  The  Customer  Services  Division  provides  predelivery  and 
installation  services,  customer  training,  and  hardware 
maintenance  and  software  support  services  to  its  turnkey  system 
clients.  This  division  also  provides  third-party  maintenance 
services  for  Altos  Computer's  national  value-added  resellers 
and  their  customers. 

TSC  Leasing  Corporation,  a  wholly  owned  nonconsolidated 
subsidiary,  purchases  Triad  systems  for  lease  to  third  parties  under 
direct  financing  leases. 

•  TSC  purchased  and  leased  $28.3  million,  $25  million,  and  $24.5 
million  of  Triad  equipment  during  fiscal  1988,  1987,  and  1986, 
respectively. 

•  Triad's  investment  in  TSC  is  accounted  for  by  the  equity 
method.  Income  from  TSC  was  approximately  $3.3  million, 
$3.1  million,  and  $3.9  million  for  fiscal  1988,  1987,  and  1986, 
respectively. 

Triad  has  subsidiaries  in  the  U.K.,  Canada,  and  Australia  that 
market  certain  Automotive  Division  products  and  services. 

As  of  September  31,  1988,  Triad  had  1,378  full-time  employees, 
segmented  as  follows: 


Marketing/sales  256 

Research  and  development  119 

Field  engineers/managers  315 

Manufacturing  70 

Other  618 


1,378 


Key  Products  and     Approximately  51%  of  Triad's  fiscal  1988  revenue  was  derived 
Services  from  turnkey  systems,  and  43%  was  derived  from  associated 

maintenance  and  support  services.  The  remaining  6%  of  revenue 
was  derived  from  remote  batch  processing  (parts  pricing  and 
catalogue  data  base  updating)  services. 

A  three-year  summary  of  source  of  revenue  by  product/service 
area  follows: 
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TRIAD  SYSTEMS  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

9/88 

9/87 

9/86 

ITEM 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

Turnkey  systems  (a) 

•  Automotive  parts 
systems 

•  WarHno^^Hc  c\/ctomo 

•  Dental  systems 

$42.3 
21.4 
1.8 
$65.5 

33% 
17% 
1% 
51% 

$39.2 
18.5 
3.0 
$60.7 

33% 
16% 
3% 
52% 

$42.9 
15.3 
2.9 
$61.1 

38% 
14% 
2% 
54% 

Maintenance  and 
support  services 

$54.4 
(b) 

43% 

$51.1 

44% 

$46.6 

42% 

Processing  services 

$7.3 

6% 

$5.1 

4% 

$3.3 

3% 

Other  (c) 

$0.2 

$0.3 

$0.7 

1% 

TOTAL 

$127.4 

100% 

$117.2 

100% 

$111.7 

100% 

(a)  New  system  sales  were  approximately  $32.9  million,  $31.3  million,  and  $31.9  million  for  fiscal 
1988,  1987,  and  1986,  respectively.  Sales  offiardware  and  software  upgrades  and  add-ons  to 
Triad's  installed  base  were  approximately  $32.6  million,  $29.4  million,  and  $29.2  million  for  fiscal 
1988,  1987,  and  1986,  respectively. 

(b)  Includes  $440,000  in  third-party  maintenance  revenue. 

(c)  Other  revenue  is  attributed  primarily  to  sales  of  turnkey  systems  made  by  the  company's  Tire 
Division.  Triad  ceased  actively  marketing  to  independent  tire  dealers  during  fiscal  1986  but 
continues  to  support  its  installed  base  in  this  market. 


As  of  September  30, 1988,  a  total  of  over  9,100  Triad  systems  had 
been  installed  worldwide,  compared  to  a  total  of  8,600  systems 
installed  as  of  September  30, 1987. 

The  automotive  parts  aftermarket  consists  of  four  principal  levels 
of  distribution:  manufacturers,  warehouse  distributors, 
wholesalers  (jobbers)  and  retailers,  and  auto  repair  shops. 
Manufacturers  distribute  automotive  parts  through  warehouse 
distributors  to  wholesalers  and  retailers  who  stock  and  sell  the 
automobile  parts  used  by  auto  repair  shops  and  the  public. 

•  Historically,  Triad's  Automotive  Division  has  sold  turnkey 
systems  primarily  to  mid-  to  large-sized  wholesalers.  Triad's 
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installed  base  of  wholesaler  customers  provides  a  source  of 
recurring  revenue  through  sales  of  application  software, 
peripherals,  hardware  upgrades,  data  services,  and  customer 
support.  According  to  Triad,  because  of  the  high  level  of 
penetration  in  this  market,  the  company  does  not  expect  any 
significant  growth  in  revenues  from  product  sales  to  this 
market. 

•  Triad  is  expanding  its  market  for  its  new  products  to  include 
large  warehouse  distributors,  smaller  wholesalers,  retail  chains, 
and  auto  repair  shops. 

Triad  currently  offers  the  following  products  and  services  to  the 
automotive  parts  aftermarket: 

•  The  Series  12  product  line,  successor  to  Triad's  original  Series 
10  system,  was  introduced  in  fiscal  1984.  Over  450  smaller 
warehouse  distributors  have  purchased  the  Series  12  (or  its 
predecessor). 

-  These  turnkey  systems  have  been  designed  for  the 
wholesaler  market.  Smaller  warehouse  distributors  may  also 
use  these  systems  with  specialized  application  software. 

-  Series  12  systems  use  multiple  8-bit  microprocessors,  one  or 
more  disk  storage  units,  counter/management  terminals,  and 
printers  for  invoicing  and  reports.  The  systems  are  available 
in  several  different  models  to  accommodate  wholesalers  of 
all  sizes. 

-  Every  system  is  equipped  with  standard  telecommunications 
software  allowing  users  to  exchange  purchase  orders  and 
pricing  and  inventory  information  with  suppliers  and,  in 
some  cases,  customers. 

-  The  systems  are  designed  for  modular  growth.  Optional 
applications  available  include  the  following: 

•  Basic  Inventory  Management:  Inventory  management 
reporting,  replenishment  ordering,  item  sales  history,  on- 
hand  balances,  and  purchase  order  control. 

Advanced  Inventory  Management:  Stock  level 
calculation,  popularity  sales  ranking,  price  labels,  price 
lists,  goal  planning,  and  cash  flow  analysis. 

•  Invoice  Printing:  Point-of-sale  and  order  entry. 
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Sales  and  Core  Analysis. 
Accounts  Receivable. 
General  Ledger. 
Accounts  Payable. 

•  Multi-Store. 

Centralized  Accounts  Receivable. 

•  TRANSNET:  Automatic  order  transmission  capability 
directly  to  the  manufacturer  via  General  Electric 
Information  Services  Company's  networks. 

-  Series  12  wholesaler  systems  generally  range  in  price  from 
$13,000  to  $100,000. 

•  The  Series  80  Warehouse  Distributor  System,  introduced  in 
1980,  was  designed  for  larger  warehouse  operations. 

-  Over  60  Series  80  systems  are  currently  installed.  In  late 
fiscal  1985,  Triad  experienced  reliability  problems  with  the 
Series  80.  These  problems  significantly  reduced  sales  of 
warehouse  systems  during  fiscal  1985  and  also  contributed, 
together  with  other  market  factors,  to  reduced  sales  in  fiscal 
1986. 

-  During  fiscal  1988,  Triad  released  a  new  IBM  9370-based 
warehouse  system  to  replace  the  Series  80  product.  The  new 
system  supports  information  retrieval  and  has  the  potential 
for  a  larger  number  of  application  enhancements.  Pricing 
ranges  from  $220,000  to  $1  million.  Two  systems  were  sold 
in  1988. 

•  Triad  offers  two  proprietary  remote  batch  data  base  services  to 
its  wholesaler  and  retailer  customers  as  follows: 

-  Telepricing  is  a  data  base  that  provides  automatic  price 
updates  for  automotive  parts  upon  a  manufacturer's  price 
change. 

Telepricing  services  are  available  via  remote  batch  or 
magnetic  tape. 

•  Telepricing  customers  pay  an  initial  license  fee  and  a 
monthly  subscription  fee  ranging  from  $55  to  $265. 
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•  There  are  currently  approximately  2,200  Telepricing 
subscribers. 

-  Electronic  Catalog  is  a  data  base  that  includes  over  1.3 
million  parts  and  prices  and  can  provide  over  6.9  million 
automobile  parts  applications  tailored  to  a  wholesaler's 
inventory. 

For  a  given  automotive  repair,  Electronic  Catalog 
identifies  all  the  parts  required  together  with  prices  and 
inventory  levels  and  prompts  the  wholesaler  to 
recommend  related  parts  that  the  customer  may  need  in 
addition  to  the  part  requested. 

•  Triad  charges  a  license  fee  and  a  monthly  subscription 
fee  averaging  $180  for  this  data  base  and  provides  the 
customer  with  periodic  updates. 

•  Electronic  Catalog  customers  are  required  to  subscribe 
to  Telepricing  to  update  the  pricing  information  in  the 
Electronic  Catalog  data  base,  unless  the  customer  has 
access  to  an  automatic  pricing  service  provided  by  a 
Triad  national  account. 

•  Electronic  Catalog  is  available  for  Series  12  hardware. 
Series  10  users  can  purchase  hardware  upgrades  to 
Series  12  systems  or  can  install  LaserCat,  Triad's  new 
CD-ROM  technology,  to  access  the  Electronic  Catalog. 

•  As  of  September  30,  1988,  approximately  1,900 
customers  had  purchased  Electronic  Catalog. 

•  In  June  1987,  Triad  introduced  TelePart,  a  terminal-based 
system  that  allows  an  auto  repair  shop  to  order  automobile 
parts  electronically  by  communicating  directly  with  a 
wholesaler's  Triad  system. 

-  The  repair  shop  can  access  the  wholesaler's  Triad  system  to 
use  the  Electronic  Catalog  to  check  the  availability  and  list 
price  of  parts  prior  to  ordering. 

-  Triad  markets  these  terminals  to  auto  repair  shops  through 
its  wholesaler  customers. 

-  As  of  September  1988,  over  1,100  TelePart  terminals  were 
installed. 
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Triad's  Hardgoods  Division  markets  turnkey  systems  to  hardware 
stores  and  home  centers,  the  lumber/building  materials  market, 
decorating  retailers,  and  garden  centers  and  retail  nurseries. 

•  The  systems  are  based  on  Triad-manufactured  minicomputers 
that  incorporate  16-bit  microprocessors. 

•  Applications  available  include: 

-  Point-of-sale. 

-  Inventory  management. 

-  Pricing. 

-  Purchasing. 

-  Receiving. 

-  Sales  analysis. 

-  Accounting. 

•  Hardgoods  systems  range  in  price  from  $13,000  to  $100,000. 
The  average  store  system  costs  approximately  $36,000. 

•  There  are  currently  over  1,700  systems  installed. 

•  In  order  to  facilitate  marketing  to  potential  customers.  Triad 
has  developed  national  account  relationships  with  large 
hardware  cooperatives,  distributors,  and  associations  to 
promote  the  benefits  of  Triad  systems  to  their  retail 
customers/affiliates.  Three  of  the  nation's  largest  buying 
cooperatives.  Cotter  &  Company  (with  8,000  True  Value 
Hardware  and  V  &  S  Variety  store  members),  Hardware 
Wholesalers  Inc.,  and  American  Hardware,  have  endorsed 
Triad  systems  to  their  members. 

-  Triad  also  has  reached  a  joint  marketing  agreement  with 
Cotter  &  Company  for  its  turnkey  systems.  Cotter  & 
Company  also  endorsed  Triad's  TSC  lease-financing 
subsidiary. 

Through  the  Dental  Division,  Triad  markets  practice  management 
turnkey  systems  to  dental  practices. 

•  The  systems  are  based  on  minicomputers  and  range  in  price 
from  $7,500  to  $35,000,  with  an  average  system  price  of  $15,000. 

•  Applications  supported  include  receivables,  billing, 
appointment  scheduling,  follow-up  reminders,  insurance 
processing,  and  word  processing.  During  1988,  accounting 
software  and  computer-based  training  functions  were  added. 
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•  In  order  to  obtain  broader  industry  acceptance  for  this  product 
line,  Triad  has  solicited  endorsements  and  marketing 
relationships  with  major  dental  associations. 

-  Triad  entered  into  marketing  agreements  with  subsidiaries  of 
the  California  and  Texas  Dental  Associations  in  1985  and  a 
subsidiary  of  the  Ohio  Dental  Association  in  1986.  Each  of 
these  subsidiaries  receives  compensation  for  ongoing 
marketing  services  and  for  the  endorsements  of  Triad 
products. 

-  In  1986  Triad  signed  a  joint  marketing  and  endorsement 
agreement  with  a  subsidiary  of  the  American  Dental 
Association,  American  Dental  Office  Systems,  Inc.  (ADOSI). 
Triad  has  virtually  completed  conversion  of  ADOSI  system 
users  to  Triad  software. 

•  There  are  currently  over  800  dental  systems  installed,  including 
285  ADOSI  systems  converted  to  Triad  software. 

Triad  provides  the  following  services  to  its  clients  in  conjunction 
with  its  turnkey  system  sales: 

•  Predelivery  services  include  cost-justification  analysis,  site 
planning  and  preparation,  training  for  management  and 
employees,  installation  planning,  and  customer  visits  to  other 
Triad  user  sites. 

•  During  fiscal  1986,  Triad  introduced  Zapstart,  a  service  that 
preloads  an  individual  automotive  customer's  inventory,  pricing, 
and  parts  applications  data  into  its  Triad  system  upon 
installation,  saving  customers  manual  data  entry  time. 

-  Hardware  retailers  that  are  customers  of  certain  hardware 
cooperatives  or  distributors  can  preload  inventory  files 
provided  by  these  cooperatives  or  distributors. 

-  Triad  can  also  deliver  a  dental  system  preloaded  with  the 
practice's  patient  files. 

•  Customer  training  is  available  from  32  domestic  and  four 
foreign  Triad  education  centers. 

-  During  fiscal  1988,  over  23,000  individuals  were  trained. 
Triad  also  provided  training  through  the  sale  of  over  4,500 
video  tutorials  and  7,300  hours  of  extended  customer 
education. 

■  'C     ■  ■• 
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-  Seminars  and  workshops  are  also  available. 

•   Three  months  of  system  support  are  included  in  the  price  of  a 
Triad  system.  Postsale  support  is  available  through  a  System 
Support  Agreement.  The  services  offered  include  preventive 
and  remedial  maintenance,  hardware  engineering 
modifications,  and  software  enhancements. 

-  Field  engineers  and  managers  work  out  of  127  domestic  and 
18  foreign  field  service  offices. 

-  The  monthly  fee  due  under  the  support  agreement  varies 
with  system  size  and  averages  $500. 

-  Triad's  Advice  Line  gives  customers  telephone  access  to 
personnel  able  to  perform  on-line  diagnostics  and  dispatch  a 
field  engineer  if  on-site  service  is  necessarj'. 


Industry  Markets      Triad  derived  its  fiscal  1988  revenue  from  the  automotive  parts 

aftermarket,  retail  hardgoods  dealers,  and  dental  practices. 

Triad  markets  to  the  automotive  and  retail  hardgoods  industries 
through  its  direct  sales  organization. 

The  company  markets  to  private  dental  practices  through  22 
independent  dealer  organizations. 


Geographic  Approximately  92%  of  Triad's  fiscal  1988  revenue  was  derived 

Markets  from  the  U.S.  The  remaining  8%  was  derived  from  Canada, 

Australia,  and  the  U.K. 

A  three-year  summary  of  source  of  revenue  follows: 
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TRIAD  SYSTEMS  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR           ■  '            "  ' 

9/88 

9/87 

9/86 

ITEM 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

REVENUE 
$ 

PERCENT 
OF  TOTAL 

U.S. 

$116.8 

92% 

$109.7 

94% 

$103.4 

93% 

International 

10.6 

8% 

7.6 

6% 

8.3 

7% 

TOTAL 

$127.4 

100% 

$117.3 

100% 

$111.7 

100% 

Triad  has  approximately  93  offices  located  throughout  the  U.S.  in 
support  of  sales  and  marketing,  field  services,  and  training. 

The  company  also  has  offices  in  Canada,  the  U.K.,  and  Australia. 


Triad  uses  two  of  its  Series  80  systems  to  update  and  store  pricing 
data  for  its  telepricing  service.  The  data  is  transmitted  to  client 
Triad  systems  via  telephone  hnes  on  a  remote  batch  basis, 
generally  after  hours,  or  by  magnetic  tape. 

Triad  has  a  DEC  VAX-1 1/780  installed  at  its  headquarters  for 
internal  accounting  functions. 
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Appendix:  DataBase 


A  

Data  Base  The  INPUT  data  base  presents  user  expenditures  for  information  services 

in  retail  distribution  by  delivery  mode  and  submode.  These  expenditures 
are  shown  for  the  U.S.  in  current  dollars  (i.e.,  expenditures  include 
inflation). 

B  

Data  Base  1.  Variance  for  1988  Market  Revenues 

Reconciliation, 

1989-1994  In  1988,  INPUT  projected  the  application  software  products  market  to 

reach  $235  million  in  1989.  In  the  1989  report,  the  market  was  reported 
to  have  reached  $225  million.  More  significant  were  the  differences 
between  INPUT'S  mainframe  and  workstation/PC  application  software 
products  markets — two  of  the  three  submode  markets. 

INPUT  has  modified  its  mainframe  application  software  products  market 
from  $20  million  to  $40  million.  After  identifying  additional  sources  of 
mainframe  applications  revenue  from  retailers  for  1989,  INPUT  believes 
that  $20  million  did  not  capture  the  entire  market. 

The  workstation/PC  application  software  products  market  was  changed 
from  $100  million  to  $70  million.  Although  a  fast-growing  market, 
expenditures  for  workstation/PC  applications  are  not  growing  as  fast  as 
predicted. 

For  the  other  delivery  modes  and  submodes,  INPUT'S  1988  forecast  of 
the  1989  market  equals  the  1989  market  reported  in  the  1989  report. 
Therefore,  no  reconciliation  is  necessary  for  these  modes. 
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2.  Changes  to  Forecast  Five- Year  Growth  Rates 

a.  Processing  Services 

The  overall  growth  rate  expected  during  the  next  five  years,  the  period 
1989-1994,  is  approximately  the  same  as  expected  for  the  period  1988- 
1993.  However,  growth  in  expenditures  for  transaction  processing  has 
been  adjusted  downward,  from  13%  to  10%.  This  adjustment  is  an 
indication  that  the  market  is  maturing.  It  also  indicates  that  growth  in  the 
area  of  processing  services  is  derived  from  other  types  of  processing 
services,  namely  systems  operations. 

The  systems  operations  growth  rate  has  been  adjusted  upward  from  10% 
to  25%.  Contributing  factors  to  an  increased  growth  projection  for 
systems  operations  expenditures  is  the  continued  consolidation  within  the 
retail  distribution  sector  and  the  accelerated  trend  toward  outsourcing. 
Often,  third  parties  are  called  in  to  blend  computer  operations  and/or 
manage  data  centers  after  a  merger  or  acquisition  has  occurred. 

b.  Network/Electronic  Information  Services 

The  1989-1994  compound  annual  growth  rate  for  network/electronic 
information  services  expenditures  by  retailers  is  projected  at  23%,  as 
compared  to  the  1988-1993  projected  rate  of  36%.  The  lower  growth  rate 
indicates  that  this  market  is  moving  out  of  the  introductory  phase. 
Although  network/electronic  information  services  is  in  a  growth  phase, 
spending  for  these  services  has  grown  to  a  level  that  will  no  longer 
sustain  the  higher  growth  rate. 

Components  of  the  network/electronic  information  services  delivery 
mode  include  network  applications  and  electronic  information  services. 
Expenditures  for  network  applications — which  include  EDI,  VANs,  and 
E-mail — are  increasing  rapidly  and  are  projected  to  increase  30%  annu- 
ally for  the  next  five  years.  This  compares  to  51%  projected  for  the 
1988-1993  period. 

EDI  represents  the  most  significant  portion  of  retailers'  spending  for 
network  appUcations.  One  reason  for  the  change  in  forecasted  growth 
rates  is  that  INPUT'S  forecasts  of  the  EDI  market  overall  have  been 
modified  downward.  The  EDI  market  has  not  taken  off  as  much  or  as 
early  as  originally  forecasted.  This  lag  is  due  to  confusion  over  stan- 
dards, slower-than-expected  adoption  of  bar  coding,  and  the  increased 
use  of  FAX  machines  for  applications  that  might  otherwise  be  handled 
via  EDI. 

Expenditures  by  retailers  for  electronic  information  services,  mostly  on- 
line data  bases,  are  also  increasing  rapidly  and  are  projected  to  increase 
21%  annually  for  the  next  five  years.  A  28%  growth  rate  was  projected 
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for  the  1988-1993  period.  INPUT  believes  that  the  21%  rate,  which  still 
represents  rapid  growth,  more  accurately  depicts  growth  in  the  electronic 
information  services  market  over  the  next  five  years. 

c.  Application  Software  Products 

INPUT  has  reevaluated  its  1988  forecasts  for  application  software  prod- 
ucts sold  to  the  retail  distribution  sector.  As  a  result,  the  five-year  fore- 
cast for  the  period  1989-1994  is  substantially  different  from  that  forecast 
in  1988  for  the  period  1988-1993.  INPUT  now  believes  that  $488  mil- 
lion is  a  better  projection  for  1993  application  software  expenditures  than 
the  1988  projection  of  $925  million.  The  previous  five-year  growth  rate 
has  been  changed  from  31%  for  the  1988-1993  period  to  15%  for  the 
1989-1994  period.  Reasons  for  the  change  include  the  following: 

•  Spending  for  applications  software  products  has  not  been  at  the  level 
previously  forecasted;  therefore,  growth  rates  for  the  next  five  years 
were  adjusted  downward. 

•  Because  of  the  complexity  of  the  systems  required  by  some  retailers 
and  the  fact  that  communications  plays  a  big  part  in  the  needs  of  retail- 
ers, systems  integration  activities  are  replacing  standard  applications 
software  products  in  some  cases. 

•  To  a  large  extent,  retailers  have  already  made  investments  in  computer 
hardware  and  application  software  products  that  will  not  be  replaced  in 
the  short  term. 

Changes  were  made  for  all  three  delivery  submodes — ^mainframe,  mini- 
computer, and  workstation/PC  application  software  products.  In  the  case 
of  mainframe  applications  software,  forecasted  growth  has  been  changed 
from  25%  for  the  period  1988-1993  to  10%  for  the  period  1989-1994. 
The  mainframe  applications  software  market  has  been  affected  by  a 
slowing  of  mainframe  computer  shipments,  an  indication  that  the  market 
is  maturing.  In  many  cases,  investments  in  mainframe  computer  hard- 
ware and  software  have  already  been  made.  In  other  cases,  mainframes 
are  being  replaced  by  minicomputers,  workstations/PCs,  and  networked 
systems. 

Projected  growth  in  expenditures  for  minicomputer  applications  software 
products  has  been  modified  from  25%  to  13%  for  the  five-year  period 
1989-1994.  The  minicomputer  market  has  also  experienced  a  slowdown 
in  shipments.  In  addition,  UNIX  and  other  standards  have  brought  the 
cost  of  software  development  down,  which  has  led  to  lower  prices  for 
minicomputer  applications  software  products. 

The  growth  rate  projected  in  1988  for  the  workstation/PC  applications 
software  products  market  has  been  adjusted  from  38%  (for  1988-1993 
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period)  to  20%  (for  the  1989-1994  period).  Growth  in  workstation/PC 
application  software  products  expenditures  has  been  lower  than  pro- 
jected. One  reason  is  that  much  investment  in  workstation/PC  applica- 
tions software  and  hardware  has  already  occurred.  In  addition,  due  to 
competition,  prices  for  these  applications  have  come  down,  reducing  the 
overall  size  of  the  market. 

d.  Systems  Integration  (SI) 

INPUT  slighdy  lowered  its  forecasted  five-year  growth  rate  for  systems 
integration  from  41%  to  38%.  This  resolution  is  only  an  indication  that 
growth  will  continue  to  be  high,  but  will  slowly  decelerate  in  the  long 
term. 

e.  Professional  Services 

The  five-year  forecast  growth  rate  for  professional  services  dropped  from 
19%  to  15%.  As  in  other  industry  sectors,  senior  management  at  retail 
firms  will  not  always  have  the  technical  expertise  to  design  and  manage 
sophisticated  computer  systems.  INPUT  expects  that  more  jobs  will  be 
passed  on  to  third  parties  (with  the  expertise)  in  the  form  of  systems 
integration  projects. 
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INPUT 


EXHIBIT  A-1 


Retail  Distribution  Sector  User  Expenditure  Forecast 
by  Delivery  Mode,  1989-1994 
($  Millions) 


Sector  by 
Delivery  Mode 

1988 

Growth 
88-89 
(%) 

1989 

1990 

1991 

1992 

1993 

1994 

CAGR 
89-94 
(%) 

Total  Retail 

1,405 

19 

1,670 

1,920 

2,231 

2,596 

3,069 

3,653 

17 

Distribution  Sector 

Processing  Services 

135 

14 

154 

172 

192 

215 

242 

272 

12 

-  Transaction  Processing 

120 

15 

138 

152 

167 

184 

202 

222 

10 

-  Systems  Operations 

15 

8 

16 

20 

25 

32 

40 

49 

25 

Network/Electronic 

95 

32 

125 

154 

190 

235 

290 

358 

23 

Infnrmatinn  ^prvippQ 

-  Electronic  Information 

70 

36 

95 

115 

139 

169 

204 

247 

21 

Services 

-  Network  Applications 

25 

20 

30 

39 

51 

66 

86 

111 

30 

Application  Software 

225 

24 

279 

320 

368 

424 

488 

563 

15 

Products 

-  Mainframe 

40 

15 

46 

51 

56 

61 

67 

74 

10 

-  Minicomputer 

115 

20 

138 

156 

176 

199 

225 

254 

13 

-  Workstation/PC 

70 

35 

95 

113 

136 

163 

196 

235 

20 

Turnkey  Systems 

635 

12 

710 

775 

845 

920 

1,005 

1,095 

9 

Systems  Integration 

135 

38 

186 

250 

350 

474 

667 

930 

38 

Professional  Services 

180 

20 

216 

248 

286 

329 

378 

434 

15 

Note:  Because  of  rounding,  some  numbers  many  not  add. 
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EXHIBIT  A-2 


Retail  Distribution  Sector  Data  Base  Reconciliation 
of  Market  Forecast  by  Delivery  Mode 


Industry  Sector 

1988  I^arket 

1993  l^arket 

per  data 
88  Rpt. 

(%) 

RR-Q3 

per  data 
89  Rpt. 

\  '°) 

1988 
Report 
(Forecast) 
($M) 

1989 
Report 
(Actual) 

($M) 

Variance 
as  % 
of  1988 
Report 

1988 
Report 
(Forecast) 
($M) 

1989 
Report 
(Forecast) 
($M) 

Variance 
as  % 
of  1988 
Report 

Total  Retail  Distribution 

1,415 

1,405 

(1) 

3,770 

3,069 

(19) 

\  1 

Sector 

Processing  Services 

135 

135 

245 

242 

(1) 

13 

12 

-  Transaction  Proc. 

120 

120 

- 

225 

202 

(10) 

13 

11 

-  Systems  Operations 

15 

15 

20 

40 

100 

10 

22 

Network/Electronic 

95 

95 

425 

290 

(32) 

36 

25 

Information  Services 

-  Electronic  Information 

70 

70 

235 

204 

(13) 

28 

24 

Services 

-  Network  Application 

25 

25 

190 

86 

(55) 

51 

28 

Application  Software 

235 

225 

(4) 

925 

488 

(47) 

31 

17 

Products 

-  Mainframe 

20 

40 

100 

65 

67 

3 

25 

11 

-  t\/linicomputer 

115 

115 

350 

225 

(36) 

25 

14 

-  Workstation/PC 

100 

70 

(30) 

510 

196 

(62) 

38 

23 

Turnkey  Systems 

635 

635 

990 

1,005 

(2) 

9 

10 

Systems  Integration 

135 

135 

755 

667 

(12) 

41 

38 

Professional  Services 

180 

180 

430 

378 

(12) 

19 

16 
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About  INPUT 


ESTPUT  provides  planning  information,  analysis,  and  recommendations 
to  managers  and  executives  in  the  information  processing  industries. 
Through  market  research,  technology  forecasting,  and  competitive 
analysis,  INPUT  supports  client  management  in  making  informed 
decisions. 

Continuous-information  advisory  services,  proprietary  research/ 
consulting,  merger/ acquisition  assistance,  and  multiclient  studies  are 
provided  to  users  and  vendors  of  information  systems  and  services 
(software,  processing  services,  turnkey  systems,  systems  integration, 
professional  services,  communications,  systems/ software 
maintenance  and  support). 

Many  of  INPUT'S  professional  staff  members  have  more  than  20  years' 
experience  in  their  areas  of  specialization.  Most  have  held  senior 
management  positions  in  operations,  marketing,  or  planning.  This 
expertise  enables  INPUT  to  supply  practical  solutions  to  complex 
business  problems. 

Formed  as  a  privately  held  corporation  in  1974,  INPUT  has  become  a 
leading  international  research  and  consulting  firm.  Clients  include  more 
than  100  of  the  world's  largest  and  most  technically  advanced 
compaiues. 


-INPUT  OFFICES 


North  America 


International 


Headquarters 

1280  Villa  Sti-eet 


Mountain  View,  CA  94041-1194 
(415)  961-3300 

Telex  171407  Fax  (415)  961-3966 


Europe 

Piccadilly  House 
33/37  Regent  Sh-eet 
London  SWIY  4NF,  England 
(01)  493-9335 

Telex  27113  Fax  (01)  629-0179 


New  York 

959  Route  46  East,  Suite  201 
Parsippany,  NJ  07054 
(201)  299-6999 

Telex  134630  Fax  (201)  263-8341 


Paris 

52,  boulevard  de  Sebastopol 
75003  Paris,  France 

(33-1)  42  77  42  77  Fax  (33-1)  42  77  85  82 


Washington,  D.C. 

1953  Gallows  Road,  Suite  560 

Vienna,  VA  22182 

(703)  847-6870  Fax  (703)  847-6872 


Tokyo 

Saida  Building 
4-6,  Kanda  Sakuma-cho 
Chiyoda-ku,  Tokyo  101,  Japan 
(03)  864-0531  Fax  (03)  864-4114 


